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FINANCIAL HIGHLIGHTS

FOR THE YEAR

(i millions, except per-shase data. ratios and shareholders)

Sales 2,449.2 2,500.3
Operating income!” 317.8 363.3
Net income 73.2 159.4
Diluted earnings per common share $ 1.37 $ 3.02
Average common and common equivalent shares outstanding 333 52.8
Dividends declared per common share $ 0.80 $ 0.80
Total assets 5,765.4 5,004.1
Total shareholders’ equity b 2,024.7 $ 1,797.1
Percent return on average common equity 38% 8.9%
Total debt $ 22427 $ 1,931.1
Total debt as a percentage of total capitalization® 50.4% 48.6%
Current ratio 0.80x 0.65x
Capital expenditures, including timberlands $ 246.8 $ 2832
Shareholders of record (common stock and exchangeable shares) 5,900 4,900
Common stock price range ¥ 40.30-58.75 § 41.88-39.56

1) Operating income includes nei gain on sale of assets of $167.7 million for 2001. In 2000, operating income includes net gain on sale of ussets of $7.3 million.
2) This rativ excludes the revaluation of debt due to acquisitions totaling §102.3 million and §113.2 milliow Jor 2001 and 2000, respectively
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Bowater Incorporated, headquarrered in Greenville, SC. is a global leader in newsprint. In addition, the company makes coared and uncoated
groundwood papers, bleached kraft pulp and lumber products. The company has 12 pulp and paper mills in the United States, Canada and South
Korea and 13 North American sawmills that produce softwood and hardwood lumber. Bowater also operates two facilities that convert a ground-
wood base sheet to coated products. Bowater’s operations are supported by approximately 1.5 million acres of timberlands owned or leased in the
United States and Canada and 33 million acres of timber cutting rights in Canada. Bowater is one of the world’s largest consumers of recycled news-
papers and magazines. Bowater common stock is listed on the New York Stock Exchange, the Pacific Exchange and the London Stock Exchange. A
special class of stock exchangeable into Bowater common stock is listed on the Toronto Stock Exchange (TSE: BWX).




Fellow Shareholders: The past vear was difficult, but despite
our disappointing financial results, we made significant prog-
ress with our three-part strategy that was outlined in my letter
to you a year ago: efficiency and cost improvements, product

mix improvement and growth with financial discipline.

Weak demand in our primary markets resulted in lower prod-
uct pricing which led to these poor results. Bowater responded
quickly by focusing on controllables: we significantly reduced
capital spending and operating costs and sold timberland not

essential to our operations.

OQur actions in 2001 continued a track record of intense focus
on cost reduction, asset optimization and disciplined growth.

Specifically, we:

» acquired Alliance Forest Products Inc., which added super-

calendared papers, recycled newsprint and lumber,

¢ expanded our coated groundwood papers business through

converting facilities in Michigan and Tennessee,

Total Shareholder Return*
3-Year 5-Year

30X

30%
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LETTER YO SHAREHOLDERS

e completed a $100 million profit improvement program,
o sold $131 million of timberlands, and

o limited capital spending to 75% of depreciation and

amortization.

Soft markets may continue to impact our financial results over
the next few quarters. However, an excellent asset base, a leader-
ship position in our key product areas, and sound, long-term
fundamentals in core markets will serve us well as economic

conditions improve.

FINANCIAL PERFORMANCE For 2001, Bowater had net income of $73.2
million, or $1.37 per diluted share, which includes $69.4 million,
or a $1.30 per diluted share gain relating to asset sales, and $10.3
million, or $0.19 per diluted share resulting from foreign cur-
rency gains. Before these two items, the net loss was $6.5 million,
or $0.12 per diluted share. This compares with net income of
$158.7 million, or $3.00 per diluted share in 2000, excluding asset

sales and currency losses.

Arnold M. Nemirow
Chairman, President and CEO

O S&P Basic Materials Index
O S&P Paper & Forest Products Index
I Bowater Incorporated

“Source: Bloomberg — Stock appreciation plus dividends (12-31-01)
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LETTER 7O SHAREHGLDERS

During the year, we generated $373 million in operating cash
flow, paid $41.7 million in common stock dividends and spent
$247 million on capital projects to improve efficiency, lower
costs and improve our product mix. We acquired Alliance for
$791 million, including debt, sold 160,000 acres of timberland in
the southern United States for $131 million and also monetized
timberland notes for cash proceeds of $123 million. We took
advantage of a low interest rate environment and issued $600
million of 10-year notes with an attractive 7.95% coupon. Our
debrt ratio of 30.4% at the end of 2001 was higher than our target

level, but debt reduction is a top priority in 2002.

MARKETS Advertising lineage fell steadily for our customers, sig-
nificantly reducing demand for our pulp and paper products
in 2001. This weakness was accentuated by the tragic events of

September 11th.

Newsprint market conditions deteriorated during the vear as
consumption in North America declined by more than 10%

compared to 2000. To avoid a build-up of excessive inventory

Significant Capacity Growth/Modest Increase in Shares

levels, we matched our production to orders and reduced
newsprint output by approximately 340,000 metric tons, oper-

ating our newsprint facilities at 89% of capacity.

Low inventory levels across the industry suggest that an
improvement in demand will impact us rather quickly. And
despite the difficult conditions in 2001, the long-term, global

fundamentals for newsprint are positive.

Coated and specialty papers were also hurt by declines in
advertising last year. Demand for our coated groundwood
grades declined 4%, while total U.S. demand for all coated
papers declined by 8%. We believe, however, that the long-
term prospects for coated and specialty papers are excellent,
Our growth strategy anticipated the need for flexibility when
introducing these value added grades. So we stretched out
our Catawba mill conversion of Ne. 3 paper machine by nine
months. When the expansion is complete in 2003, Bowater
will be one of the leading North American-based producers

of groundwood publication grades.

Pulp and Paper Capacity
(in thousands of metric tons)

Lumber (mmbf)

Shares Outstanding (in millions)

2001 1995 % Increase
5,700 2,400 138
1,000 200 400

57 44 30
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World demand for market pulp declined by 6% in 2001 compared

to 2000, as non-integrated paper producers curtailed production
and reduced their pulp purchases. The Alliance acquisition
brought us a higher-margin pulp product known as fluff pulp,
which is used in consumer and hygiene products. As a low-cost
pulp producer, with all of our production fully integrated with
paper manufacturing, we are well positioned to take advantage

of improved market conditions.

Lumber pricing declined significantly during 2001. Lumber
margins at our Canadian sawmills were also affected by the coun-
tervailing and anti-dumping duties imposed by the United States
government. At times, the duties totaled 32%. Together with low
lumber pricing, these duties forced the temporary closure of
some of our smaller Canadian sawmills. We are hopeful, in view
of the significant consumption of Canadian fumber in the United
States, that these trade barriers will be eliminated. or at least
substantially reduced, for the benefit of both countries. In any
event, [ am confident that our recently expanded lumber busi-

ness will be a valuable contributor to Bowater's future success.

PRIORITIES While the events of 2001 have been remarkably nega-
tive, there are emerging signs of economic improvement for
2002 and beyond. Bowater’s accomplishments, both strategically
and operationally, provide a strong platform for future perform-
ance as markets stabilize. The following priorities for 2002 will

serve to restore healthy financial results:
e reduce debt and operating costs.

» exceed our previously announced synergies target of $60

million from the Alliance acquisition,

e complete our startup of the Nuway operation in Tennessee,
and continue the build-out of our coated and specialty papers

business, and

e continue exploring opportunities to sell higher cost or non-

strategic assets.

The strength of our experienced management team and the
dedication and hard work of our employees give me great con-

fidence that we can deliver on these priorities in 2002.

POWERFUL EARNINGS POTENTIAL AND SHAREHOLDER RETURNS I expect Bowater
to deliver significant value to our shareholders when business
conditions improve. Over the last six years, we have created

an earnings model which suggests that the best is vet to come.
Through five acquisitions, we have more than doubled our pro-
ductive capacity, reduced costs by §135 per ton and continually
improved our product mix. Yet, we have accomplished all of
this without excessive leverage or dilution. In short, our strategy
has delivered value to our shareholders and, [ believe, it will
continue to do so. Although our common stock price in 2001
declined 14%, our shareholder returns for the past three- and
five-year periods exceeded both the S&P Forest Products and

Basic Materials indices.

In closing, I would like to thank Kenneth M. Curtis of Portland,
Maine for his nine vears of dedicated service on Bowater’s Board
of Directors. Governor Curtis has reached our mandatory retire-
ment age for directors and will be retiring from the Board in
May. We welcome L. Jacques Ménard of Montreal and Togo D.
West, Jr. of Washington, D.C. to our Board. I know that their
contributions will add significantly to your company’s success.
And, of course, thanks to our shareholders, customers and
employees. With your continued support, [ am confident that
we will execute our strategy well and provide exceptional bene-

fits for all of our stakeholders.

s i

Arnold M. Nemirow
Chairman, President and Chief Executive Officer

March 14, 2002
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LOCATIONS AND PRODUCTION CAPACITY

Q
.
i
COMBINED PRODUCTION CAPACITY LOCATIONS
in thousands of metric tons, except lumber T3 1. Usk, Washington 31 16. Girardville, Quebec
£ NEWSPRINT 3.454 (2. Grenada, Mississippi 17. Montréal, Quebec (Can. H)
£ UNCOATED GROUNDWDOD PAPER 330 2> 3. Covingtan, Tennessee [ 8. Mistassini, Quebec
3 SUPERCALENDERED PAPER m 3 4 Albertville, Alabama 33 19. Donnacona, Quebec
- COATED GROUNDWOOD PAPER 407 =23 5. Coosa Pines, Alabama 33 20. Dolbeau, Duebec
MARKET PULP 1,261 T 6. Westover, Alabama 31 21. Baker Brook. New Brunswick
| TOTAL TONS OF PULP AND PAPER 5.704 | 332 7. Cathoun, Tennessee 1 22. Baie-Trinité, Quebec
T3 LUMBER (MMBF) 1.010 8. Greenville, South Caralina (Corp. HO) 3 23, Price, Quebec
333 9. Catawba, South Carolina T3 24. Riviere~Bleue, Quebec
2 10. Benton Harbor, Michigan T3 25. Lac-des-Aigles, Quebec
7 11. Ignace, Ontaria {opens 2002) 1 26. Dégelis. Quehec
S Je= 3 12, Thunder Bay, Ontario (+opens 2002) 3 27. Dalhousie, New Brunswick
3 13. Maniwaki, Quebec [ 28. Liverpoat, Nova Scotia
= 14. Gatineau, Quebec 5 29. Dakhill, Nova Scotia
1 15. Saint-Félicien, Quebec 1 30. Mokpo, South Korea
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Item 1. Business

General

Bowater Incorporated ("Bowater”) is engaged in the manufacture, sale and distribution of newsprint, uncoated specialty
paper, coated groundwood paper, market pulp, lumber and timber. We operate facilities in the United States, Canada
and South Korea and, as of December 31, 2001, managed or possessed cutting rights for over 34 million acres of
timberlands to support these facilities. We market and disttibute our products throughout the world.

Bowater completed its acquisition of Alliance Forest Products Inc. ("Alliance”) on September 24, 2001. The results of
Alliance’s operations have been included in the Consolidated Financial Statements since September 24, 2001. Alliance
was an integrated company specializing in timber harvesting and forest management, as well as the production and sale
of newsprint, uncoated specialty paper, pulp, lumber and related products. Alliance had operations in Canada and the
United States. The acquisition added two modern, low-cost supercalendered and specialty paper mills in Donnacona and
Dolbeau, Quebec, enabling Bowater to offer 2 full spectrum of groundwood paper grades. Also, a strategically located
mill in Coosa Pines, Alabama, which has been recently modernized to produce 100% recycled newsprint, enhances
Bowater's customer service capabilities. Alliance's extensive sawmill system and approximately 18.0 million acres of
cutting rights will support Bowater's expanded operations.

Bowater was incorporated in Delaware in 1964. Our principal executive offices are located at 55 East Camperdown
Way, Greenville, South Carolina 29601, and our telephone number at that address is (864) 271-7733.

Operating Divisions

Bowater operates through five divisions: the Newsprint Division, the Coated and Specialty Papers Division, the Pulp
Division, the Forest Products Division and the Canadian Forest Products Division.

The Newsprint Division, headquartered in Greenville, South Carolina, consists of the following manufacturing facilities:

©  the Calhoun Operation and Calhoun Newsprint Company ("CNC") (CNC is owned approximately 51% by
Bowater and approximately 49% by Herald Company, Inc.) located in Calhoun, Tennessee
the Coosa Pines Operation located in Coosa Pines, Alabama;

o Bowater Mersey Paper Company Limited ("Mersey Operation”) (which is owned 51% by Bowater and 49% by
The Washington Post Company) located in Liverpool, Nova Scotia;

o the Thunder Bay Operation located in Thunder Bay, Ontario;
Ponderay Newsprint Company ("Ponderay Operation”) (an unconsolidated partnership in which Bowater has a
40% interest and, through a wholly-owned subsidiary, is the managing partner; the balance of the partnership is
held by subsidiaries of five newspaper publishers) located in Usk, Washington;

©  the Grenada Operation located in Grenada, Mississippi; and

o the Mokpo Operation, located in Mokpo, South Korea.

This division is also supported by eight North American sales offices, which are responsible for marketing and selling all
of Bowatet's North American newsprint and some uncoated specialty paper. International marketing and selling of
newsprint and some uncoated specialty papes is supported by offices in Brazil, England, Japan, Singapore and South
Korea.

The Coated and Specialty Papers Division, headquartered in Charlotte, North Carolina, consists of the Catawba
Operation located in Catawba, South Carolina, two paper coating facilities (referred to as "Nuway™) located in Benton
Harbor, Michigan, and Covington, Tennessee, and three sales offices. This division is responsible for marketing and
selling Bowater's coated and uncoated specialty papers.




The Pulp Division, headquartered in Burlington, Ontario, consists of two sales offices. This division is responsible for
marketing all of Bowater's market pulp, which is produced at the Calhoun, Catawba, Coosa Pines and Thunder Bay
Operations.

The Forest Products Division, headquartered in Cleveland, Tennessee, consists of three manufacturing facilities:
o  Albertville Sawmill in Albertville, Alabama;
o Bowater Mersey Paper Company Limited Oakhill Sawmill (which is owned 51% by Bowater and 49% by The
Washington Post) located in Bridgewater, Nova Scotia; and
o Westover Sawmill, located in Westover, Alabama.

In 2000, Bowater purchased the Ignace Sawmill loczted in northern Ontario, Currently, the sawmill is being refurbished

and is expected to be operational in the third quarter of 2002. The Forest Products Division is supported by 10 business
offices and is responsible for managing Bowater's timberlands in the United States and the Canadian provinces of
Ontario and Nova Scotia, selling timber (to third pasties and to our paper mills), selling Scuthem Yellow Pine lumber
and managing wood procurement for our Calhoun Operation, Coosa Pines Operation, Mersey Operation and Thunder
Bay Operation and selling non-strategic timberlands in the United States and in Ontaric and Nova Scotia.

The Canadian Forest Products Division, headquartered in Montreal, Quebec, consists of the following manufacturing
facilities:
o  Bowater Maridmes Inc. ("Dalhousie Operation”) (which is owned 67% by Bowater, 25% by Cji Paper Co., 1td.

and 8% by Mitsui & Co., Ltd.) located in Dalhousie, New Brunswick;

the Gatineau Operation, located in Gatineau, Quebec;

the Donnacona Operation, located in Donnacona, Quebec;

the Dolbeau Operatdon, located in Dolbeau, Quebec;

nine sawmills located in Quebec and one sawmill located in New Brunswick; and

one wood treating facility located in Guebec.

The Canadian Forest Products Division is responsible for marketing Bowater’s Canadian lumber production, managing
certain of our timberlands, managing wood precurement for the division’s manufacturing facilities previously listed and
selling non-strategic timberlands in Quebec and New Brunswick.

See Note 24 to Bowater’s Consolidated Financial Statements for financial information regarding segment operations,
revenues and long-lived assets by country.

Newsprint

Bowater is the largest manufacturer of newsprint in the United States. Our market share in the United States is
approximately 18%. Including jointly-owned facilities, our annual North American production capacity of newsprint is
approximately 3.2 million metric tons, or approximately 20% of the North American capacity. Including the South
Korean newsprint mill, our annual production capacity is approximately 3.5 million metric tons, or approximately 9% of
worldwide capacity.

The Calhoun Operation, one of the largest and most productive newsprint mills in North America, is located on the
Hiwassee River in Tennessee. Under the management of Bowater, this facility operates five paper machines, which
produced 649,000 metric tons of newsprint and uncoated specialty paper in 2001. Included at this facility is CNC's paper
machine, which produced 210,000 metric tons of newsprint in 2001. CNC also owns a recycle fiber plant and 2 portion
of the original thermomechanical pulp ("TMP") mill. Bowater owns the remainder of the original TMP facility. The
TMP mill was expanded in 1998. This expansion is 100% owned by Bowater along with all the other assets at the site,
which include a kraft pulp mill and other support equipment necessary to produce the {inished product. Bowater
operates the entire facility. Pulp, other raw materials, labor and other manufactusing services are transferred between
Bowater and CNC at agreed upon transfer costs.




The Coosa Pines Operation includes three paper machines, which produced 76,000 metric tons of newsprint from
September 24 to December 31, 2001. The site was converted to furnish 100% recycled fiber to the paper machines
commencing in December 2001, and varicus older pulping and support facilities were shut down. One of the three
paper machines, having annual capacity of 85,000 metric tons, was permanently shut down at December 31, 2001. The
site alsc contains 2 kraft mill, which produced 70,000 metric tons of fluff pulp from September 24 to December 31,
2001.

The Dalhousie Operation has two newsprint machines. These machines wete rebuilt in 1982 and preduced 226,000
mettic tons of newsprint in 2001. This operation has year-round deep-sea docking facilities that can accommodate large
ocean freighters, providing economical access to ports along the eastern seaboard of the United States and throughout
the wotld. Other facilities include a TMP mill, a refuse boiler and 2 waste treatment plant.

The Gatineau Operation, located on the north bank of the Ottawa River in Quebec, consists of three paper machines,
which produced 415,000 metric tons of high-quality recycled-content newsprint in 2001. This facility also includes a
recycling plant, a refuse boiler, 2 TMP mill and a secondary effluent treatment facility.

The Grenada Operation consists of a TMP mill and one paper machine that produced 236,000 metric tons of newsprint
in 2001. Other facilities include a waste treatment plant and a refuse boiler. The Grenada Operation allows Bowater to
better serve the growing Southwestern United States market, while enabling us to improve operating mazgins through
better freight efficiencies at our other North American mills.

The Mezsey Operation is located in Nova Scotia on an ice-free port, providing economical access to ports along the
eastetn seaboard of the United States and throughout the world. It has two paper machines that were built in 1929 and
rebuilt between 1983 and 1985. The mill produced 223,000 metric tons of newsprint in 2001. This facility also operates 2
TMP mill, 2 wastewater treatment facility and other support equipment required to produce the finished product.

The Mokpo Operation, located in the Daebul Industrial Complex on the southwest coast of South Korea, has one paper
machine that produces 100% recycled fiber newsprint. This facility began producticn in late 1996 and is one of the
lowest cost newsprint mills in Asia. The mill produced approximately 248,000 metric tons of recycled newsprint in 2001.
The facility also includes a recycling plant and ships its product cost effectively from a nearby public deep-sea docking
facility.

The Ponderay Operation, located on the Pend Otreille River in the state of Washington, consists of one newsprint
machine, which began production in 1989 and produced 247,000 metric tons of recycled-content newsprint in 2001.
This facility also operates a TMP mill, a recycling plant, a wastewater treatment facility and other support equipment
required to produce the finished product.

'The Thunder Bay Cperation, located on the Kaministiquia River in Ontario, includes three paper machines and two
kraft pulp mills. This facility produced 415,000 metric tons of newsprint in 2001 and 53,000 metric tons of base stock
for Bowater’s Nuway operation. This facility also includes a TMP mill, a recycling plant, two recovery boilers, a refuse
boiler, 2 chip handling system and a waste treatment plant.

Bowater also produces newsprint at its Catawba Operation, located on the Catawba River in South Carolina. In 2001,
the newsprint machine at this site produced 191,000 metric tons of newsprint and uncoated specialty paper and
approximately 7,000 metric tons of base stock for Bowater’s Nuway operation. In November 2000, Bowater announced
plans to convert this machine to coated groundwood paper production. The conversion is scheduled for completion in
2003.

Bowater has 42% of its newsprint capacity located in Canada and 7% located in South Korea. Cur international
operations are subject to risks of doing business abroad such as currency fluctuations, changes in international trade
regimes such as GATT or NAFTA, dependence on local markets for supply, export duties, quotas, restrictions on the
transfer of funds and foreign ownership of property, and political and economic instability. To date, our results of
operations have not been materially affected by any of these risks, but we cannot predict the likelihood of any of these
risks having a material effect on our results of operations in the future.




Our North American newsprint is sold directly by Bowater through its regional sales offices located near major
metropolitan areas. Sales outside North America are made through Bowater subsidiaries located in the markets they
serve. We distribute newsprint by rail, truck, ship and barge.

In 2001, Bowater sold newsprint to various related parties. During 2001, Bowater's joint venture partners purchased an
aggregate of approximately 893,000 metric tons. No single customer, related or otherwise, accounted for 10% or more
of Bowater's 2001 consolidated sales.

Coated and Specialty Papers

Bowater is one of the largest producers of coated groundwood paper in the United States and North America, with an
annual capacity of 449,000 short tons, or approximately 9% and 8% of the United States and North American capacity,
respectively. Bowater is one of the largest producers of supercalendered paper in North America with an annual capacity
of 300,000 short tons, or approximately 11% of North American capacity. Bowater’s annual capacity is approximately
664,000 short tons of supercalendered and uncoated specialty papers representing approximately 11% of North
American capacity. In November 2000, we announced the construction of a new coating plant in Covington, Tennessee
and another in the mid-Atlantic region. The Covington facility is expected to be completed near the end of the first
quarter of 2002 and should begin operations shortly thereafter. Our coated and uncoated specialty papers are primarily
lightweight coated paper and are used in magazines, catalogs, books, advertising pieces, direct mail pieces and coupons.

Bowater manufactures a vadety of coated paper grades on two paper machines at the Catawba Operation. Both
machines utilize off-machine blade coaters and, in 2001, produced approximately 353,000 short tons of coated
groundwood paper and approximately 16,000 short tons of uncoated specialty paper. The Catawba Operation also
includes a kraft pulp mill, 2 TMP mill and other support equipment required to produce the finished product.

The Donnacona Operation, located in Quebec, consists of two specialty paper machines which produced approximately
63,000 short tons of specialty paper, mostly book paper and supercalendered grades, from September 24 to December
31, 2001.

The Dolbeau Operation, located in Quebec, consists of two specialty paper machines which produced approximately
64,000 short tons of specialty paper, mostly book paper and supercalendered grades, from September 24 to Decemnber

31, 2001.

Bowater also operates a coating facility in Benten Harbor, Michigan. This site has two coaters that converted
approximately 55,000 short tons of uncoated basestock into approximately 65,000 short tons of coated paper during
2001. Improvements continue to be implemented to this facility to reach its annual practical capacity of approximately
147,000 short tons.

The Covington, Tennessee facility is designed to produce approximately 78,000 short tons of uncoated base stock into
approximately 95,000 short tons of coated paper on an annual basis.

Bowater also produces specialty paper at its Calhoun Operation and its Thunder Bay Operation. Information regarding
this production is provided above under the Newsprint product discussion.

Bowater sells coated and uncoated specialty papers domestically through its regional sales offices and through paper
brokers to major printers, publishers, catalogers and retailers. We distribute coated and uncoated specialty paper by truck
and rail. We service export markets primarily through international agents.

Market Pulp
Bowater is the third largest producer of market pulp in North America and has 2 North American market share of

approximately 11%. Market pulp is used in the manufacture of fine paper, tissue, packaging, specialty paper products,
diapers and other absorbent products.




In 2001, the Catawba Operation produced 207,000 metric tons of softwood market pulp; the Calhoun Operation
produced 155,000 metric tons of hardwood market pulp; and the Thunder Bay Operation produced 185,000 metric tons
of hardwood market pulp and 279,000 metric tons of softwood market pulp. From September 24 to December 31,
2001, the Coosa Pines Operation produced 70,000 metric tons of fluff market pulp.

North American sales are made directly by Bowater, while export sales are made through international sales agents local
to their markets. We disttibute market pulp primarily by truck, rail and ship.

Forest Products

In addition to pulp and paper, Bowater sells pulpwood, sawtimber, lumber and wood chips to a variety of customers
located in the eastern United States and Canada, including some of our paper mills. We also provide many of cur
manufacturing facilities with the wood needed for pulp, paper and lumber preduction and sell non-strategic imberlands.

At December 31, 2001, we owned, leased or possessed cutting rights on over 34 million acres of timbetlands in the
southeastern United States and Canada. Although our primary focus is on timber management, we give considerable
attention to maintaining or enhancing other uses of our forests. Bowater, independently or in cooperation with other
stakeholders, restricts timber harvesting on over 20% of its timberlands.

Our customers and the general public continue to seek assurances from the forest products industry that the forest
resource is managed in a sustainable manner. In accordance with our forestry policies, Bowater is committed to
developing environmental management systems with the goal of sustainable forest management, securing the long-term
viability of our business and enhancing shareholder value.

Bowater is committed to achieving an ISO 14001 registration on all of our woodlands opetations. The ISO 14001
Environmental Management System is recognized around the world as an effective independent approach to verifying
environmental forest management practices. To date, Bowater has forestland registered under the ISO 14001
Environmental Management System in Quebec, New Brunswick and Nova Scotia. Bowatcr also subscribes to the
Amertican Forest & Paper Association’s Sustainable Forestry Initiative.

Our timberland base supplies a portion of the needs of our paper mills and sawmills and of many independently owned
forest products businesses. We own and operate two seedling nurseries of our own in the United States and contract
with numerous other nurseries in order to replace trees harvested from our timberlands and from the timberlands of
small private landowners. We typically replace two trees for every tree harvested. We also use harvest practices designed
to promote natural regeneration on approximately 33% and 75% of the area we harvest in the United States and Canada,
respectively.

In 2001, we consumed approximately 12.4 million short tons of wood for pulp, paper and lumber production. Of this
amount, we harvested 1.8 million short tons of wood from outr owned or leased propetties, generated 2.2 million shott
tons from cutting rights on land owned by the Canadian government, and purchased 8.4 million short tons, primarily
under contract, from local wood producers, private landowners and sawmills (in the form of residual chips) at market
prices. In addition, we harvested 2.1 million short tons of wood from our managed propetties to sell to other sawmills
and paper companies.

Bowater operates 13 sawmills in the United States and Canada that produce construction grade lumber. The Albertville
Sawmill, located in Alabama, produced 85 million boatrd feet of lumber in 2001. The Westover Sawmill, located in
Alabama, produced 10 million board feet of lumber from September 24 to December 31, 2001. These mills produce
southern yellow pine lumber that is sold in the southeastern and midwestern United States. The Oakhill sawmill, located
in Nova Scotia, which produced 79 million board feet of lumber in 2001, sells to customers in eastern Canada and the
northeastern United States. The Maniwaki Sawmill, located in Quebec, which produced 64 million board feet of lumber
in 2001, sells mainly to customers in eastern Canada. The Baker Brook Sawmill, located in New Brunswick, produced 15
million board feet of lumber from September 24 to December 31, 2001. Eight other sawmills located in Quebec
produced 118 million board feet of lumber from September 24 to December 31, 2001. The wood treating facility,




located in Quebec, produced 3 million boatd feet (approximately 2.4 million supplied by Bowater locations) of lumber
from September 24 to December 31, 2001.

We distribute lumber by truck and rail. Bowater continues to invest in sawmill projects producing financial returns that
exceed our weighted average cost of capital, which we cutrently estimate to be 10%. There are presently two sawmill
projects underway. These investments are being made to generate increased cash flow and to improve fiber supply and
lower costs to our pulp and paper mills.

Recycling Capability

Bowater has focused its effotts in trecent years on meeting the demand for recycled-content paper products. This effort
not only allows publishers and other customers to meet recycle-content standards, but also it provides environmental
benefits by reducing deposits to solid waste landfills.

Bowater operates recycling plants at its Cathoun, Coosa Pines, Gatineau, Mokpo, Ponderay and Thunder Bay
Operations. Taking a mixture of old newspapers and old magezines (“recovered paper”), these plants utilize advanced
mechanical and chemical processes to manufacture high quality pulp. The recycled fiber pulp is combined with virgin
fiber pulp. The resulting products, which include recycled-content newsprint 2nd uncoated specialty paper, are
comparable in quality to paper produced with 100% virgin fiber pulp. With the December 2001 start-up of the new
recycled fiber plant, Coosa Pines joins Mopko in producing newsprint containing 100% recycled fiber. In 2001, we
processed 1.0 million short tons of recovered paper.

Bowater purchases recovered paper from suppliers around the world, generally within the region of its recycling plants.

‘These suppliers collect, sort and usually bale the material before selling it to us, primarily under long-term contracts. We
are one of the largest purchasers of recovered paper in North America, purchasing approximately 1.0 million short tons
annually. One recovered paper supplier accounted for approximately 12% of our annual recovered paper purchases and
all other suppliers individually accounted for less than 10%, of our annual recovered paper puschases.

Competition

In general, our products ate globally traded commodities, and the markets in which we compete are highly competitive.
Our operating results reflect the general cyclical pattern of the pulp and paper industry. Pricing and the level of
shipments of our products are influenced by the balance between supply and demand as affected by global economic
conditions, changes in consumption and capacity, the level of customer and preducer inventories and fluctuations in
currency exchange rates. Any material decline in prices for our products or other adverse developments in the markets
for our products could have a material adverse effect on cur financial results, financial condition and cash flow.

Newsprint, one of Bowater's principal products, is produced by numerous worldwide manufacturers. Aside from quality
specifications to meet customer needs, the production of newsprint does not depend upon a proprietary process of
formula. There ate approximately 20 major worldwide producers of newsprint. We face actual and potential competition
from them and numerous smaller regional producers. Price, quality, close customer relationships and the ability to
produce paper with recycled content are important competitive determinants,

Bowater competes with approximately five market pulp companies of similar size in Nerth America. Like newsprint,
market pulp is one of our principal products and is a glebally traded commodity for which competition exists in 2l
major matkets. Market pulp prices historically have been volatile. Aside from quality specifications to meet customer
needs, the production of market pulp does not depend on a proprietary process or formula. We produce five out of the
six major grades of market pulp (northern and southern hardwood, northern and southern softwood and fluff) and
compete with other producers from South America (eucalyptus hardwood pulp and radiata pine softweod pulp), Europe
(northem hardwood and softwood pulps), and Asia (mixed tropical hardwood pulp). Price, quality and service are
considered the main competitive determinants.

Bowater competes with approximately 11 coated groundwood paper producers with operations in North America. In
addition, approximately six major offshore suppliers of coated groundwood paper sell intc the North American market.




As a major supplier to printers in North America, we also compete with numerous worldwide suppliers of other grades
of paper such as coated freesheet, supercalendered and uncoated specialty paper. Price, quality and service are important
competitive determinants, but a degree of proprietary knowledge is required in both the manufacture and use of this
product, which requires close customer-supplier relationships.

Bowater competes with eight producers of supercalendered paper in North America. In addition, two other major
offshore suppliers compete in the North American market.

As with other global commodities, the competitive position of Bowater's products is significantly affected by the
volatility of currency exchange rates. See "Quantitative and Qualitative Disclosures About Market Risk" on page 30 of
this Form 10-K. We have operations in the United States, Canada and South Korea, with several of our primary
competitors located in Canada, Sweden and Finland. Accordingly, the relative rates of exchange between those
countries' currencies and the United States dollar can have a substandal effect on our ability to compete. In addition, the
degree to which we compete with foreign producers depends in part on the level of demand abroad. Shipping costs
generally cause producers to prefer to sell in local markets when the demand is sufficient in those markets.

Trends in electronic data transmission and storage and the Internet could adversely affect traditional print media,
including products of our customers, but neither the timing nor the extent of those trends can be predicted with
certainty. Our newspaper publishing customers in North America are competing with other forms of media and
advertising, such as direct mailings and newspaper inserts (both of which are end uses for several of our products),
television and the Intemet. Our magazine and catalog publishing customers are also aware of the potential effects of
competing electronic media.

Part of Bowater's competitive strategy is to be a lower-cost producer of our products while maintaining strict quality
standards and responding to environmental concerns. Currently, some of cur competitors’ individual mills are
lower-cost producers of some of the products that we manufacture, including newsprint. Cur six recycling facilities have
enhanced our competitive position by enabling us to respond to customer demand for recycled-content newsprint.

Raw Materials and Energy

The manufacture of pulp and paper requires significant amounts of wood and energy. We obtain the wood we need for
pulp, paper and lumber production from property we own or lease, or on which we possess cutting rights, or by
purchase from local producers. We also use recovered paper as raw material when producing recycled-content paper
grades. See "Forest Products” and "Recycling Capability” on pages 5 and 6 of this Form 10-K for information regarding
our procurement and use of raw materials.

Steam and electrical power are the primary forms of energy used in pulp and paper production. Process steam is
produced in boilers using a variety of fuel sources. All of Bowater's mills produce all of their steam requirements with
the exception of the Dolbeau and Mersey Operations, which purchase all of their steam from a third-party supplier. The
Dalhousie, Donnacona, Grenada, Gatineau, Mersey and Mokpo Operations purchase all of their electrical power
requirements. The Thunder Bay, Calhoun, Coosa Pines and Catawba Operations produce approximately one-fourth of
their electrical requirements and purchase the balance. The Dolbeau Operation purchases all of its electrical
requirements from a public utility, about one fifth of which is produced by a third party that operates a cogeneration
unit on the premises.

Employees

As of December 31, 2001, Bowater employed 9,400 people, of whom 6,400 were represented by bargaining units. The
labor contract at the Catawba Operation, which covers all of the plant's hourly employees, expires in April 2003. The
labor contract with the plant's hourly employees at the Calhoun Operation expires in July 2002. The labor contracts
covering the unionized employees at the Dalhousie, Gatineau, Dolbeau, Thunder Bay and Mersey Operations expire in
2004. The labor contract covering the unionized employees at the Donnacona Operation expires in 2005. The labor
contract covering the unionized employees at the Coosa Pines Operation expires in 2007. In January 2002, 2 union was
certified by the local authority to represent hourly employees at the Mokpo Operation. Bowater and the union are




negotiating 2 labor contract. All plant facilities are situated in areas where adequate labor pools exist. We consider
relations with employees to be good.

Trademarks

Bowater owns the trademarked "Bowater™ logo exclusively throughout the world. In 1997, we obtained from the former
Bowater plc, now Rexam plc, ownership of the name "Bowater" in connection with the sale of all of our products
exclusively throughout the world, with a limited exception for a few non-conflicting uses by Rexam plc. We consider our
interest in the logo and name to be valuable and necessary to the conduct of our business.

Environmental Matters
Information regarding environmental matters is included on pages 25- 26 of this Form 10-K.

Bowater believes that its United States, Canadian and South Korean operations are in substantial compliance with all
applicable federal, state, provincial and local environmental regulations and that all currently required control equipment
is in operation. While it is impossible to predict future environmental regulations that may be established, we believe that
we will not be at a competitive disadvantage with regard to meeting future United States, Canadian or South Korean
standards.

All of our pulp and paper mills utilize process wastes or by-products to produce energy instead of sending the wastes to
landfills. Bowater operates recycled (de-inked) fiber plants at six of our mills, diverting over 1.0 million short tons of
recovered paper from municipal landfills annually. See "Recycling Capability” on page 6 of this Form 10-K.

Cautionary Statement Regarding Forward-Looking Information

Statements that are not reported financial results or other historical information are forward-looking statements within
the meaning of the Private Securities Litigation Reform Act of 1995. This Form 10-K, each of Bowater's annual reports
to shareholders, Forms 10-K, 10-Q and 8-K, proxy statements, prospectuses and any other written or oral statement
made by or on behalf of Bowater after the filing of this Form 10-K may include forward-looking statements including,
for example, statements about our business outlook, assessment of market conditions, strategies, future plans, future
sales, prices for our major products, inventory levels, capital spending and tax rates. These forward-looking statements
are not guarantees of future performance. They are based on management's expectations that involve a number of
business risks and uncertainties, any of which could cause actual results to differ matedally from those expressed in or
implied by the forward-looking statements. In addition to specific factors that may be described in connection with any
particular forward-looking statement, factors that could cause actual results to differ materially include, but are not
limited to:

Industry cyclicality. Our operating results reflect the cyclical pattern of the forest products industry. Most of our
products are world-traded commodity products. Prices for our products have been volatile historically, and we, like
other participants in the forest products industry, have limited direct influence over the timing and extent of price
changes for our products. Instead, these price changes depend primarily on industry supply and customer demand.
Industry supply depends primarily on available manufacturing capacity, and customer demand depends on a variety of
factors, including the health of the economy in general and the strength of both print media advertising and new home
construction,

Competitive actions by other forest products companies. The markets for our products are all highly competitive.
Actions by competitors can affect our ability to sell our products and can affect the prices at which our products are
sold. Our industry is capital intensive, which leads to high fixed costs. Some of our competitors may be lowet-cost
producers in some of the businesses in which we operate, and accordingly these competitors may be less adversely
affected than us by price declines.




Competitive media. Cur newspaper, magazine and catalog publishing customers increasingly may use, and compete
with businesses that use, electrenic data transmission and storage instead of newsprint, coated paper, uncoated specialty
papers or other products made by us. We cannot predict the timing or extent of this trend.

Changes in laws or regulations including those affecting trade, transportation, currency controls or
environmental compliance. We are subject to a variety of national and local laws and regulations, dealing with trade,
transportation, currency controls or the environment. Changes in these laws or regulations have required in the past, and
could require in the future, substantial expenditures by us. For example, changes in environmental laws and regulations
could require us to spend substantial amounts to comply with restrictions on air emissions, wastewater discharge, waste
management and landfill sites, including remediation costs. Environmental laws are becoming increasingly more
stringent. Consequently, our compliance and remediation costs could increase materially. For example, in April 1998, the
Environmental Protection Agency promulgated new air and water quality standards for the paper industry, known as the
Cluster Rule, aimed at further reductions of pollutants, and as of December 31, 2001, we anticipate spending
approximately $175 million to enable our Catawba, South Carolina, facility to comply with the Cluster Rule.

Unforeseen environmental liabilides. As an owner and operator of real estate and manufacturing and processing
facilities, we may be liable under environmental laws for cleanup and other costs and damages, including tort liability,
resulting from past or present spills or releases of hazardous or toxic substances on or from our properties. We may
incur liability under these laws without regard to whether we knew of, were responsible for or owned the property at the
time of, any spill or release of hazardous or toxic substances on our property. In some cases, this liability may not be
limited to the value of the property.

Currency fluctuations. Certain of our products are sold in currencies other than the United States dcllar, and nearly
half of our manufacturing costs and certain financial liabilities are denominated in Canadian dollars. Accordingly,
changes in currency exchange rates will impact our revenues and costs. Increases in the value of the Canadian dollar
versus the United States dollar would reduce our earnings, which are reported in United States dollar terms. We compete
with North American, European and Asian producers in most of our product lines. Variations in the exchange rates
between the United States dollar and other currencies, particularly those of Canada, Sweden, Finland, and certain Asian
countries, significantly affect our competitive position compared to many of our competitors.

Changes to banking and capital markets. We require both short-term and long-term financing to fund our
operations, including capital expenditures. Changes in the banking, capital markets and/or cur credit rating could affect
the cost or availability of our financing. In addition, we are exposed to changes in interest rates with respect to our
floating rate debt and all new debt issues. Changes in the capital markets or prevailing interest rates can increase or
decrease the cost or availability of financing for us.

Changes in the political or economic conditions in the United States or other countries in which our products
are manufactured or sold. We manufacture our products in the United States, Canada and South Korea, and sell our
products throughout the world. The economic and political climate of each region has a significant impact on costs,
prices of and demand for our products. Changes in regional economies o political stability, including acts of war or
terrorist activities, can affect the cost of manufacturing and distributing our products, pricing and sales volume, directly
affecting our results of operations. Such changes could also affect the availability or cost of insurance for our facilities.

Cost and availability of raw materials and energy. We buy energy, chemicals, wood fiber, recovered paper and other
raw materials on the open market. The prices for these raw materials are volatile and may change rapidly, directly
affecting our results of operations. We are a major user of renewable natural resources, specifically water and wood
fiber. Accordingly, significant changes in climate and agricultural diseases or infestation could affect our financial
condition and resuits of operations. The volume and value of timber that can be harvested may be limited by natural
disasters such as fire, insect infestation, disease, ice storms, wind storms, flooding and other weather conditions and

other causes. As is typical in the industry, we do not maintain insutance for any loss to our standing timber from natural
disasters or other causes.

Integration of our acquisitions. As part of our business strategy, we have consummated several acquisitions, and we
may seek additional acquisition opportunities. We may not succeed in integrating acquired operations. Successful




integration of acquired operations will depend primarily on our 2bility to consolidate operations, systems and procedures
and to eliminate redundancies and excess costs. Acquisitions also may have an adverse effect on cur operating results,
particulatly in the fiscal quarters immediately following the acquisition while we integrate the acquired operations. Even
after we integrate these operations, their revenues and profits may be less than we expect. In addition, we may not
realize expected synergies and cost savings in connection with our acquisitions.

Item 2. Properties

Information regarding Bowater’s owned properties is included in Item 1, “Business” of this Form 10-K.

In addition to the properties that we own, we alsc lease under long-term leases certain timberlands, office premises and
office and transportation equipment and have cutting rights with respect to certain timberlands. Information regarding
timbetland leases, operating leases and cutting rights is included in Note 23 of the Consolidated Financial Statements in

this Form 10-K.

Item 3. Legal Proceedings

Bowater is involved in various legal proceedings relating to contracts, commercial disputes, taxes, environmental issues,
employment and workers’ compensation claims and other matters. We believe that the ultimate disposition of these
matters will not have a material adverse effect on our operzations or our financial condition taken as a whole.

Item 4. Submission of Matters to g Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of fiscal 2001.

Excecutive Officers of the Registrant as of March 5, 2002

Bowater's executive officers, who are elected by the Board of Directors to serve one-year terms, are listed below. There

are no family relationships among officers and no arrangements or understandings between any officer and any other
person under which the officer was selected.

Served as
Name Age Position Officer Since
Arnold M. Nemlitow ......cceceeervenne 58 Chairman, President and Chief Executive Officer 1994
E. Patrick Duffy 60  Senior Vice President and President — Coated and Specialty Papers Division 1995
Arthur D. Fuller 57 Executive Vice President and President — Newsprint Division 1995
Richard K. Hamilton ..o 53 Vice President and President — Forest Products Division 1997
Pierre Monahan 55 Vice President and President — Canadian Forest Products Division 2001
David J. Steuart...ciirennins 55  Vice President and President — Pulp Division 1998
Anthony H. Barash ....occvcvrennee. 58  Senior Vice President — Corporate Affairs, General Counsel and Secretary 1996
Jerry R. Gilmore 53  Vice President — United States and Korean Newsprint Operations 1999
William G. Harvey....ccormeccrcrcvenen. 44 Vice President and Treasurer 1998
Steven G. Lanz} 53 Vice President — Information Technology 1996
David G. Maffucci .cvevreeerenrene 51 Senior Vice President and Chief Financial Officer 1992
Robert A. Motan w...cerrnnnen 57  Vice President — Manufacturing Services 1992
R. Donald Newman......cccccouvennnae. 55 Vice President ~ Strategic Planning 1999
Michael F. Nocito....ccenremmecreesenns 46 Vice President and Controller 1993
James T. Wright......cccocosccrenrnrrrrnnns 55  Vice President — Human Resources 1999

Arnold M. Nemirow became Chairman in 1996 and Chief Executive Officer in 1995. He has been President and a director
of Bowater since September 1994 and was Chief Operating Officer from September 1994 through February 1995.
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E. Patrick Dyffy became Senior Vice President and President — Coated and Specialty Papers Division in 1995. He was
President of the Telecommunications Business Unit of R.R. Donnelley and Sons, a printing company, from 1993 to
1995, where he was responsible for the sale and manufacture of printed products, and President of its Catalog Group
from 1990 to 1992. Previously, he was a Senior Vice President of R.R. Donnelley and Sons.

Arsthur D. Fuller became Executive Vice President and President — Newsprint Division in 1997. From 1995 to 1997, he
was Senior Vice President and President — Newspsrint Division. He was Vice President Finance, Planning &
Administration of MacMillan Bloedel Packaging Inc., the containerboard and packaging business of MacMillan Bloede!
Ltd., from 1994 to 1995. From 1991 to 1993, he was a partner of Nukraft, which sought to develop a recycled
linerboard mill, 2nd from 1987 to 1990, he was Vice President and General Manager of Great Southern Paper Company,
the containerboard division of Great Northern Nekoosa Corporation. Eatlier, he held various management positions
with Great Southern Paper Company.

Richard K. Hamilton became Vice President and President — Forest Products Division in 1997. He was Vice President
Wood Products-Newsprint Division from 1995 to 1997. From 1993 to 1995, he was Group Manager — Forest
Resources Division of Georgia-Pacific Corporation, a forest products company, where he was respensible for the
woodlands management of about 340,000 acres of timberland and the procurement, production and sale of pulpwood,
logs and wood chips. Previously, he held various woodlands positions with Great Southern Paper Company and Scott
Paper Company.

Pierve Monaban became Vice President and President — Canadian Forest Products Division in September 2001. From
1994 to September 2001 he was President and Chief Executive Officer of Alliance Forest Products Inc. He is a director
of AXA Insurance Inc. and Groupe Lapertiere et Verreault,

David ]. Stenart became Vice President of Bowater in 1999. He has been President of the Pulp Division since July 1998.
He was President, Pulp Group of Avenor Inc., 2 pulp and paper company, from 1994 until its acquisiion by Bowater in
July 1998. In this position, he had profit/loss responsibility for the Pulp Group and performed related manufacturing
and marketing functions.

Apnthony H. Barash became Senior Vice President — Corporate Affairs, General Counsel and Secretary in November 2001.
He was Senior Vice President — Corporate Affairs and General Counsel from 1996 to 2001. From 1993 through 1996,
he was a partner of the law firm Seyfarth, Shaw, Fairweather & Geraldson, where he was a member of the firm's
Business Law and Real Estate Group. From 1980 to 1993, he was a senior partner of the law firm Barash & Hill, where
he concentrated in business and real estate law.

Jerry R Gilmore became Vice President of United States and Korean Newsprint Operations of Bowater in 1999. He had
been Vice President — United States and Korean Operations of the Newsptint Division since October 1998, Previously,
he was Vice President — Administration and Planning of the Newsprint Division from 1995 to April 1998 and was Vice
President of the Newsprint Division with responsibility for the integration of recent acquisitions from April to Cctober
1998. Prior to joining Bowater in 1994, he held financial and management positions with Georgia-Pacific Corporation
and Great Northern Nekoosa Corporation, both forest products companies.

William G. Harvey became Vice President and Treasurer in 1998. Previously, he was employed by Avenor Inc., a pulp and
paper company, as Vice President and Treasurer from 1995 to 1998, Director of Finance from 1994 to 1995 and
Manager of Finance during 1994. These were positions of increasing responsibility performing cash management,
corporate finance, investor relations and vartious other treasury functions.

Steven G. Lang/ became Vice President — Information Technclogy in 1996. From 1992 to 1996, he was with E.I. du Pont
de Nemours and Company, a science and technology company, where he was responsible for planning information
system initiatives. Eatlier, he was with DuPont Asia Pacific, Ltd. in Japan as Manager of Information Systems Planning.

David G. Maffuci became Senior Vice President and Chief Financial Officer in 1995. He had served as Vice President and

Treasurer since 1993 and Treasurer from 1992 to 1993, and relinquished the ttle of Treasurer in 1996. From 1977 to
1992, he held various positions of increasing responsibility in Bowater's Finance Department.

11



Robert A. Moran became Vice President — Manufacturing Services in 1996 and was Vice President — Pulp and Paper
Manufacturing Services from 1992 to 1996. He was Vice President — Manufacturing Services for the Pulp and Paper
Group from 1991 and Ditector of Planning and Development for the Pulp and Paper Group from 1988 to 1991. He
also served as Assistant General Manager of the Catawba Operations during 1988.

R. Donald Newman became Vice President of Strategic Planning in 2001. He had been Vice President of Bowater since
1999 and Vice President ~ Canadian Newsprint Operations of the Newsprint Division since July 1998. Previously, he
was Vice President — Operations and Resident Manager of the Calhoun Operations from 1995 to 1998 and Vice
President and Operations Manager of the Calhoun Operations from 1994 to 1995.

Michael F. Nocito became Vice President and Controller in 1993. He was Controller of the Calhoun Operations from 1992
to 1993 and Assistant Controller of the Calhoun Cperations from 1988 to 1992. From 1978 to 1988, he held various
positions of increasing responsibility in Bowater's Finance Department.

James T. Wright became Vice President — Human Resoutces in 1999. He was Vice President — Human Resources for
Georgia-Pacific Corporation from 1993 to 1999. Prior to 1993, he held human resource and labor relations positions
with Georgia-Pacific Corporation and Weyerhaeuser Company, both forest products companies.

PART II
Item 5. Market for the Registrant’s Common Equity and Related Stockholders Matters

(2) Bowater's common stock, $1 par value ("Common Stock”), is listed on the New York Stock Exchange, Inc.
(stock symbol BOW), the Pacific Exchange, Inc. and The London Stock Exchange. Bowater Canada, Inc., a subsidiary
of Bowater, has a special class of Exchangeable Shares (“Exchangeable Shares”) outstanding and listed on the Toronto
Stock Exchange (stock symbol BWX), which is exchangeable into Bowater Commeon Stock on a one-for-one basis. Price
information with respect to Bowatet's Common Stock is set forth below:

Price rangés of Bowater’s Common Stock during 2001 and 2000 as reported on the New York Stock Exchange were:

2001 2000
High Low High Low
First quarter $58.75 $45.81 $59.56 $41.88
Second quarter $52.50 $42.65 $58.75 $43.69
Third quarter $48.20 $40.30 $55.50 $44.19
Fourth quarter $49.94 $42.34 $58.50 $43.69

{(b) As of March 5, 2002, there were 5,365 holders of record of Bowater's Common Stock and 450 holders of
record of Exchangeable Shares.

(c) Bowater has paid consecutive quarterly dividends of $0.20 per share of Common Stock during 2001 and 2000.
Future dividends on our Common Stock are at the discretion of the Board of Directors, and the payment of any
dividends will depend upon, among other things, our earnings, capital requirements and financial condition. In addition,
our ability to pay dividends on our Common Stock depends on our maintaining adequate net worth and compliance
with the required ratio of total debt to total capital as defined in and required by our current credit agreement. This
agreement requires us to maintain a minimum consolidated net worth (generally defined in the agreement as common
shareholders' equity plus any outstanding preferred stock) of $1.72 billion as of December 31, 2001. In addition, the
agreement imposes a maximum 60% ratio of total debt to total capital (defined in the agreement as total debt plus net
worth). At December 31, 2001, our consolidated net worth was $2.0 billion, and our ratio of total debt to total capital
was 52.6% calculated according to the current credit agreement guidelines.
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Item 6. Selecred Financial Data

The following table summarizes selected historical financial information of Bowater Incorporated for each of the last
five years. The selected financial information under the caption “Income Statement Data and Financial Position” shown

below has been derived from Bowater’s audited Consolidated Financial Statements. This table should be tead in

conjunction with other financial information of Bowater, including “Management’s Discussion and Analysis of Financial

Condition and Results of Operations” and the financial statements included elsewhere herein.

(In millions, except per-share amounts) 2001 ® 2000 ® 1999 ® 1998 ® 1997
Income Statement Data
Sales $ 24492 § 25003 $ 23117 § 21427 $ 1,598.9
Operating income® 317.8 363.3 2440 162.1 136.5
Net income (loss) 73.2 159.4 78.7 (18.5) 537
Diluted earnings (loss) per common share 1.37 3.02 1.41 (0.44) 1.25
Dividends declared per common share® 0.80 0.80 0.80 0.80 0.80
Product Sales Information
Newsprint¥ $ 14387 $ 14215 $ 12822 $ 1,108.8 $ 7308
Coated and specialty papers 479.6 428.4 363.9 440.3 381.7
Directory paper - - 89.4 1735 178.9
Market pulp 403.9 546.3 4342 2724 1727
Lumber and other wood products 127.0 104.1 142.0 148.0 134.8
$ 24492 $ 25003 $ 23117 $ 21427 $_1,598.9
Financial Position
Timber and timberlands $ 2277 § 2652 $ 2832 $ 4728 $ 3940
Fixed assets, net 3,818.4 2,981.1 2,581.3 2,885.2 1,554.5
Total assets 5,765.4 . 5,004.1 4,552.2 5,092.0 2,745.8
Total debt 2,242.7 1,931.1 1,505.1 1,830.8 758.9
Total capitalization®) 4,352.6 3,851.8 33974 3,736.6 2,038.3
Additional Information
Percent return on average common equity 3.8 % 89 % 45 % 14 % 45 %
Total debt as a percentage of total
capitalization®) 50.4 % 48.6 % 42.1 Y% 46.3 % 372 %
Total debt as a percentage of shareholders’
equity® 105.7 % 101.1 % 85.0 % 923 % 65.8 %
Effectve tax rate 40.7 % 294 % 459 % 166.0 % 370 %
Cash flow from operations $ 372.8 § 4166 $ 1470 $ 2741 $ 1956
Cash invested in fixed assets, timber and
timberlands $ 2468 § 2832 $ 1985 $ 2232 $ 99.6
Book value — common shareholders’ ,
equity per common share $ 3570 % 34.84 $ 3310 $ 32.31 $ 2799
Common Stock price range - low $ 4030 § 41.88 $ 3694 $ 31.19 $ 3688
- high $ 5875 §  59.56 $ 60.56 $ 6050 $ 57.00
Shareholders of record® 5,900 4,900 5,200 5,600 5,200
Employees 9,400 6,400 6,400 8,300 5,000

® In 2001, we acquired Alliance Forest Products Inc. In 2000, we acquired Newsprint South, Inc. In 1999, we sold Great
Northern Paper, Inc. In 1998, we acquired Avenor Inc. and 2 South Korean newsprint mill.
@ Operating income includes pre-tax net gain on sale of assets of $167.7 million, $7.3 million, $225.4 million, $21.1 million
and $0.8 million for the years 2001, 2000, 1999, 1998 and 1997, respectively. Operating income for 1999 and 1998 also
includes a pre-tax impairment charge of $92.0 million and $119.6 million, respectively.

@ Dividends ate declared quarterly.
@

&=

@ Total capitalization includes total debt, minotity interests in subsidiaties and shareholders’ equity.

(6

°

million, $128.6 million and $190.6 million, respectively.
@ ‘This includes holders of Bowater Common Stock and Bowater Exchangeable Shares.
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Newsprint sales do not include shipments from Ponderay Newsprint Company, an unconsolidated entity.

1n 2001, 2000, 1999 and 1998, this ratio excludes the revaluadon of debt due to acquisitions totaling $102.3 million, §113.2




Item 7. Management's Discussion and Analysis of Financial Condition and Resulets of Operations

The following discussion and analysis provides information that management believes is useful in understanding Bowater’s
operating results, cash flows and financial condition for the three years ended December 31, 2001. The discussion should
be read in conjunction with, and is qualified in its entirety by reference to, the Consolidated Financial Statements and
related notes appearing elsewhere in this report. Except for the historical information contained heze, the discussions in
this document contain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995 and involve sisks and uncertainties. Bowater’s actual results could differ matesially from those discussed here. Factors
that could cause or contribute to such differences include, but are not limited to, those discussed under “Cautionary
Statement Regarding Forward-Looking Information” in Item 1 of this Form 10-K and from time to time, in Bowater's
other filings with the Securities and Exchange Commission.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The following discussion and analysis of financial condition and results of operations are based on our Consolidated
Financial Statements. A summary of our significant accounting policies is disclosed in Note 1 to the Consolidated
Financial Statements. The preparation of financial statements in conformity with generally accepted accounting principles
requires management tc make estimates, assumptions and judgements.

Our estimates and assumptions are based on historical data and other assumptions that we believe are reasonable in the
circumstances. These estimates and assumptions affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements. In addition, they affect the reported amounts of
revenues and expenses during the reporting period.

Our judgments are based on management’s assessment as to the effect certain estimates, assumptions or future trends or
events may have on the financial condition and results of operations reported in cur Consolidated Financial Statements. It
is important that the reader of our financial statements understand that actual results could differ from these estimates,
assumptions and judgements.

We believe the following critical accounting policies contain the most significant judgments and estimates used in the
preparation of our Consolidated Financial Statements.

Pension and Other Nonpension Postretirement Benefits. Bowater engages an independent actuadial firm to pesform
an actuarial valuation of the fair values of our postretirtement plans’ assets and benefit obligations. Management provides
the actuarial firm with certain assumptions that have a significant effect on the fair value of the assets and obligations such
as the:

o weighted average discount rate — used to arrive at the net present value of the obligation;

©  return on assets — used to estimate the growth in invested asset value available to satisfy certain obligations;

o salary increases — used to calculate the impact future pay increases will have on postretirement obligations; and

©  medical cost inflation — used to calculate the impact future medical costs will have on postretirement obligations.

Management understands that these assumptions directly impact the actuarial valuation of the assets and obligations
recorded on our balance sheet and the income or expense that flows through our Consolidated Statement of Operations.
Management bases its assumptions on either historical or matket data it considers reasonable in the circumstances.
Variations in these assumptions could have a significant effect on the amounts reported through our Consoclidated
Statement of Operatons.

Derivatives. The majority of our revenues are generated and received in United States dollars. Significant portions of our
manufacturing facilities are in Canada, and accordingly, operating expenses are paid in Canadian dollars at cur Canadian
mill sites. To reduce our exposure to differences in Canadian dollar exchange rate fuctuations, we enter into and designate
Canadian dollar forward contracts to hedge certain of our forecasted Canadian doliar cash outflows. Management
estimates the forecasted Canadian dollar outflows on a rolling 24-month basis and hedges up to 80% of total forecasted
Canadian dollar outflows. This minimizes over-hedging our exposure and eliminates currency speculation. We also assess,
both at the inception of the hedge and on an on-going basis, whether the detivatives that are used in hedging transactions
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are highly effective in offsetting changes in cash flows of hedged items. Management believes that these Canadian dollar
forward contracts qualify as a cash flow hedge in accordance with Statement of Financial Accounting Standards (“SFAS”)
No. 133, as amended by SFAS 138, and we have, therefore, deferred approximately $14.4 million of deferred losses
through accumulated other comprehensive income. Had these Canadian dollar forward contracts not qualified for cash
flow hedging, these amounts would have been reported through our Consolidated Statement of Operations currently.

Taxes. Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
operating loss and tax credit carryforwards. Management evaluates its tax assets and liabilities on a periodic basis and
timely adjusts these balances as appropriate. Management believes that it has adequately provided for its future tax
consequences based upon current facts and circumstances and current tax law. However, should management’s tax
positions be challenged and not prevail, different outcomes could result and have a significant impact on the amounts
reported through our Consolidated Statement of Operations.

The carrying value of our net deferred tax assets (tax benefits expected to be realized in the future) assumes that we will be
able to generate, based on certain estimates and assumptions, sufficient future taxable income in certain tax jurisdictions to
utilize these deferred tax benefits. If these estimates and related assumptions change in the future, we may be required to
reduce the value of the deferred tax assets resulting in additional income tax expense. Management believes that it is more
likely than not that the deferred tax assets will be realized, based on forecasted income. However, there can be no
assurance that we will meet our expectations of future income. Management evaluates the defetred tax assets on a pericdic
basis and assesses the need for additional valuation allowances.

Additionally, at December 31, 2001, Bowater had unremitted earnings of subsidiaries outside the United States totaling
$107.0 million, which have been deemed by management as being permanently reinvested. No deferred tax liability has
been recognized with regard to these earnings. If our policy were to change in the future and these earnings were remitted
to the United States, these amounts could have a significant impact on the income tax liability reported through our
Consolidated Statement of Operations.

Long-Lived Assets. Bowater's long-lived assets include the net depreciated value of fixed assets and goodwill.

e For fixed assets acquired in an acquisition, management engages an independent valuation firm to perform a valuation
of the fixed assets acquired and to assist in the determination of the remaining useful lives. Management and the
independent valuation firm believe the assumptions and the assigned useful lives are reasonable under the
circumstances. However, different valuation assumptions and assigned lives could have a significant i mpact on the
amounts reported through our Consolidated Statement of Operations.

® For fixed assets used in our operations, a review is performed for impairment whenever events or changes in -
circumstances indicate that the net book value may not be recovered.

®  We assess the recoverability of goodwill by determining whether the amortization of goodwill over its remaining life

can be recovered through undiscounted future net cash flows of the acquired operation. The amount of goodwill
impairment, if any, is measured based on management’s assumptions of projected discounted future operating cash
flows using a discount rate reflecting our average cost of funds. Differences in assumptions regarding discount rates

ot projecting future operating cash flows could have 2 significant impact on the determination of the impairment
amount and the Liability reported through our Consolidated Statement of Operations. On January 1, 2002, Bowater

. adopted SFAS No. 142, “Goodwill and Other Intangible Assets,” and will be required to analyze its goodwill for
impairment issues during the first six months of fiscal 2002, and thereafter on 2 periodic basis. Effective January 1,
2002, Bowater will no longer amortize its goodwill. Bowater recorded goodwill amortization of $23.9 million in 2001
$23.8 million in 2000 and $22.5 million in 1999.

Timber and Timberlands. There is no specific authoritative accounting guidance that addresses the types of costs to be
capitalized in timber and timberlands. Management has used portions of authoritative accounting literature, its professional
judgment and industry data to develop its capitalization policy for timber and timbetlands. Costs that are directly related to
future revenues and costs of our products are capitalized. The acquisition cost of land and timber, property taxes, lease
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payments, site preparation and other costs related to the planting and growing of timber are capitalized. Capitalization
pelicies are consistent prior to and during harvesting. These costs, excluding land, are charged against revenue at the time
the timber is harvested, based upon annually estimated depletion rates, and are included in the line titled “Depreciation, -
amortization and cost of timber harvested” in the Consolidated Statement of Operations. Growth and yield models are
used to estimate timber volume on our land from year to year. These volumes affect the depletion rate, which is calculated
annually based on the capitalized costs and the total timber volume based on the current stage of the growth cycle.
Different assumptions and judgments regarding capitalizable costs and/or growth and yield models could have 2
significant impact on the amounts reported through our Consolidated Statement of Operations.

BUSINESS AND FINANCIAL REVIEW

Overview

Bowater is organized into five divisions: the Newsprint Division, the Coated and Specialty Papers Division, the Pulp
Division, the Forest Products Division and the Canadian Forest Products Division. Except for the Pulp Division, each
division is responsible for the sales and marketing of distinct product lines and the operation of certain manufacturing
sites. The Pulp Division is primarily a marketing and distribution division. Therefore, Bowater’s financial results are
collected, analyzed and reported through the other four Divisions.

NEWSPRINT DIVISION

The Newsprint Division operates seven manufacturing sites in the United States, Canada and South Korea. The principal
product line at these manufacturing sites is newsprint, but several of the sites also produce market pulp and uncoated
specialty paper. This Division is responsible for the international marketing and sales of newsprint and ‘selected uncoated

specialty papers.

COATED AND SPECIALTY PAPERS DIVISION

The Coated and Specialty Papers Division operates a manufacturing site that produces coated groundwood paper,
newsprint, market pulp and uncoated specialty paper, and a coating facility, both located in the United States. Our new
coating plant in Covington, Tennessee, is expected to be completed near the end of the first quarter of 2002 and should
begin operations shortly thereafter. This Division is responsible for the marketing and sales of a full spectrum of coated
and all other uncoated specialty papers manufactured by Bowater.

PULP DIVISION

The Pulp Division markets and distributes market pulp produced at the Calhoun, Tennessee; Catawba, South Carolina;
Thunder Bay, Ontario; and Coosa Pines, Alabama, sites. Financial results for the production and sale of market pulp are
included in the Newsprint Division and the Coated and Specialty Papers Division, depending upon which site
manufactures the product.

FOREST PRODUCTS DIVISION

The Forest Products Division manages 1.1 million acres of timberland owned or leased in the United States and the
Canadian provinces of Ontario and Nova Scotia and over 8.3 million acres of Crown-owned land in the province of
Ontario on which Bowater has cutting nights. The Division also operates three softwood sawmills, supplies woad fiber to
Bowater’s pulp and paper production sites and markets timber and lumber in North America.

CANADIAN FOREST PRODUCTS DIVISION

The Canadian Forest Products Division operates four paper manufacturing sites in Canada. The Division manages 0.4

million acres of owned or leased tmberland and over 24.4 million acres of Crown-owned land in Quebec and New
Brunswick on which Bowater has cutting rights. The Division also operates 10 sawmills and one wood treatment plant,

16




supplies wood to four paper mills and ten sawmills, and is responsible for the marketing and sales of Bowater’s Canadian
lumber production. :

Results of Operations: 2001 Compared with 2000

Bowater completed its acquisition of Alliance on September 24, 2001. The results of Alliance’s operations have been
included in the Consolidated Financial Statements since September 24, 2001.

Bowater’s net income for 2001 was $73.2 million, or $1.37 per diluted share, compared with net income of $159.4 million,
or $3.02 per diluted share, in 2000.

Operating income in 2001 was $317.8 million on sales of $2.4 billion, compared with $363.3 million on sales of $2.5 billion
in 2000. In 2001, operating income includes a net gain on sale of assets of $167.7 million compared to $7.3 million in 2000.
Excluding the gain on sale of assets, operating income decreased $205.9 million from 2000 to 2001. This decrease was due
to lower transaction prices for market pulp ($157.1 million) and coated groundwood paper ($24.7 million), lower
shipments ($31.4 million, primarily newsprint and timber products) and higher operating costs. Operating costs for 2001
were higher ($58.3 million) compared to 2000 due to more maintenance and market-related downtime and higher costs for
chemicals, fuel, and repair materials. These increases in operating costs were partially offset by lower prices for recovered
paper (old newspapers and magazines) and a Jower Canadian dollar exchange rate. These negative operating income
‘variances were partially offset by higher transaction prices for newsprint ($47.1 million) and lower selling, general and
administrative expenses ($18.1 million). Presented below is a discussion of each significant product line, followed by a
discussion of the results of each of the divisions.

PRODUCT LINE INFORMATION

In general, Bowater’s products are globally traded commodities. Pricing and the level of shipments of these products will
continue to be influenced by the balance between supply and demand as affected by global economic conditions, changes
in consumption and capacity, the level of customer and producer inventories and fluctuations in exchange rates.

Newsprint, Bowater’s 2001 average transaction price for newsprint increased 3% compared to 2000. However, during the
yeat transaction prices declined 19%. As the United States economy weakened, Bowater adjusted its domestic prices
downward by $25 per metric ton on May 1 and July 1, 2001, thereby rescinding the $50 per metric ton increase announced
for March 1, 2001. Our shipments were down 2% compared with 2000. This decrease is due to approximately 340,000
metric tons of maintenance and market-related downtime offset partially by the acquisition of the Grenada (August 2000)
and Coosa Pines (September 2001) operations. Our inventory of newsprint at the end of 2001 was slightly higher than at
the end of 2000. Total United States newsprint demand and consumption decreased approximately 12% in 2001 compared
to 2000. Newspaper advertising lineage declined 5% in 2001 compared to 2000. North American mill inventories
increased, while customer inventories declined from 2000 levels. Total inventories (North American mills and users) ended
the year at 1.5 million metric tons, approximately 15% below historical levels. North American net exports of newsprint
declined approximately 12% from 2000 levels.

Coated and Specialty Papers. The market for coated groundwood paper remained under pressure during 2001.
Bowater’s 2001 average transaction price for coated groundwood paper was 8% lower than in 2000. Our shipments for
2001 were 2% higher compared with 2000 shipments. United States shipments of coated groundwood paper decreased
slightly compared to 2000. End-use markets declined with magazine advertising pages and catalog mailings (measured by
standard A mail weight) decreasing over 2000 levels. Inventories of the United States coated groundwood paper producers
declined in 2001 to end the year 3% lower than year end 2000. Bowater’s shipments of uncoated specialty paper increased
64% due primarily to the September 24, 2001, acquisition of Alliance, which added supercalendered paper and book
grades to our product mix. Our 2001 average transaction price for uncoated specialty paper increased 5% compared to
2000. North American demand for supercalendered paper dropped 3% during 2001, while demand for total uncoated
groundwood paper was down 5% from 2000. North American mill inventories for uncoated groundwood paper increased
35% compared to 2000. Uncoated speciaity grades are used mainly for fliers, newspaper inserts, textbooks and paperbacks.
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Market Pulp. The year 2001 was 2 challenging year for market pulp. Bowater’s 2001 average transaction price for market
pulp decreased 27% compared to 2000. Our shipments increased by 2% compared to 2000. During 2001, we took
approximately 163,000 metric tons of market-related and maintenance downtime. During the first half of the year,
NORSCAN (United States, Canada, Finland, Nosway and Sweden) shipments decreased 10% from the corresponding
2000 level. During the second half of the year, NORSCAN shipments increased compared to the second half of 2000 and
were also up compared to the first half of 2001. Industry inventories increased to over 29 days supply, or 1.7 million

metric tons.

Lumber. Lumber markets weakened throughout 2001. United States housing starts were 1.6 million units in 2001,
increasing 2% from 2000. Bowater’s 2001 average transaction price for lumber decreased 9% compared to 2000. Prices
declined substantially in the fourth quarter of 2001 due primarily to the impact of the countervailing duty and anti-
dumping charges imposed by the United States on softwood lumber imposted from Canada. Negotiations between the
United States and Canada concerning these duties have not been resolved, and we cannot assess the future impact, if any,
of such duties. Shipments increased 66% compared to 2600 due to the acquisition of Alliance, adding approximately 709
million board feet of production capacity. Due to the weakening state of the lumber markets, we took approximately 22
million board feet of downtime in the fourth quarter of 2001.

DIVISIONAL PERFORMANCE
Sales @ Segment Income (Loss)h

{In millions) 2001 © 2000 2001 2000
Newsprint $ 1,412.0 $ 14647 $ 1137 $ 2366
Coated and Specialty Papers 516.4 586.9 25.7 136.1
Canadian Forest Products 520.1 419.8 77.6 58.1
Forest Products 285.0 334.0 (3.7) 15.0
Special items - ‘ - 167.7 7.3
Corporate & other eliminations (284.3) (305.1) (63.8) (89.8)
Total $. 2,449.2 $ 25003 $ 317.8 $ 3633

() Financial tesults for the production and sale of market pulp are included in the Newsprint Division or the Coated and
Specialty Papers Division, depending upon which site manufactures the product. The Pulp Division is responsible for the
marketing and distribution of the product, and its administrative expenses are included in “Corporate & other eliminations.”

Total segment income in the preceding table is equal to “Operating income™ as presented in our Consolidated Statement
of Operations.

Newsprint Division. Sales decreased $52.7 million in 2001 compared to 2000, from $1,464.7 million to $1,412.0 million,
primatily as a result of lower transaction prices for market pulp ($102.2 million) and lower shipments of newsptint ($100.5
million) and market pulp ($28.9 million). These decreases were partially offset by the inclusion of the Coosa Pines
operadons in the fourth quarter of 2001 (868.6 million), acquired as part of Alliance, and the full year impact of the
Grenada operations ($73.8 million, acquired in August of 2000). Higher transaction prices for newsprint ($29.0 million)
and specialty paper ($4.3 million) and higher shipments of specialty paper ($2.9 million) also increased sales. See the
previous discussions of the newsprint, specialty and market pulp product line results. Segment income for 2001 decreased
$122.9 million to $113.7 million, from $236.6 million for 2000. This decrease was 2 result of lower transaction prices for
market pulp ($102.2 million), lower shipments ($5.8 million, primarily newsprint and market pulp), and higher
manufacturing costs ($50.0 million). The higher manufacturing costs were primarily due to market-related downtime, as
well as higher costs for fuel, chemicals and repair materials. These higher costs were partially offset by lower recycle paper
prices and a favorable Canadian dollar exchange rate. These decreases in operating income were partially offset by higher
transaction prices for newsprint ($29.0 million) and lower distribution costs ($6.4 million).

Coated and Specialty Papers Division. Sales decreased $70.5 million in 2001 compared with 2000, from $586.9 million
to $516.4 million, primarily as a result of lower transaction prices for market pulp ($45.1 million) and coated groundwood
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paper ($24.7 million) and lower shipments of newsprint (§14.2 million). These decreases were partially offset by higher
newsprint transaction prices (33.0 million) and higher shipments of coated groundwood paper ($6.2 million) and market
pulp ($1.6 million). See the previous discussions of the newsprint, coated groundwood and specialty papers and market
pulp product line results. Segment income for 2001 decreased $110.4 million, from $136.1 million to $25.7 million. This
decrease is due primarily to lower transaction prices for market pulp (845.1 million) and coated groundwood paper (524.7
million), lower shipments ($3.8 million, primarily newsprint and coated groundwood paper) and higher manufacturing
costs ($31.1 million). The higher manufacturing costs were due primarily to maintenance and market-related downtime and
higher costs for chemicals, labor and repair materials.

Canadian Forest Products Division. Sales increased $100.3 million in 2001 compared to 2000, from $419.8 million to
$520.1 million. This increase is due primarily to the acquisition of Alliance. Higher newsprint prices (312.8 million) were
offset by lower newsprint shipments ($11.5 million). See the previous discussions of newsprint, specialty paper and lumber
product line results. Segment income increased $19.5 million in 2001 compared to 2000, from $58.1 million to §77.6
million. This increase is due primarily to the acquisition of Alliance, higher newsprint prices ($12.8 million) and lower
manufacturing costs ($3.5 million), offset by lower shipments ($2.7 million).

Forest Products Division. Sales decreased $49.0 million in 2001 compared to 2000, from $334.0 million to $285.0
million. This decrease was due to lower timber shipments ($27.3 million) and lower transaction prices for lumber (§2.7
million), partially offset by higher lJumber shipments (§2.7 million). Internal procurement sales, transferred at cost to
Bowater’s paper mills, also decreased due to lower wood prices ($18.3 million) and lower volume ($3.9 million). See the
previous discussions of the lumber and timber product line results. Segment income decreased $18.1 million, from $15.0
million to an operating loss of $3.1 million, due to lower transaction prices for lumber ($2.7 million) and lower timber
shipments ($20.3 million). Timber shipments were lower due to weak demand and reduced timber harvesting on
approximately 263,000 acres of southem timberlands sold in the fourth quarter of 2001 and in January 2002. Operating
costs for the Division decreased $4.5 million compared to 2000 due primarily to lower silviculture expenditures. During
2001, the Division incurred a charge of $7.3 million for pine beetle damage to our southern United States timberlands
compared to $7.8 million in 2000. The risk of additional pine beetle damage continues to exist. The Division is unable to
determine at this time if this will have a material impact on its futute operating results.

Special Items. During 2001, Bowater sold fixed assets and timberlands resulting in a net pre-tax gain of $167.7 million.
This gain is primarily the result of a land sale completed in the fourth quarter of 2001 and a note monetization completed
in the second quarter of 2001 related to a 1999 land sale (see Note 5. “Net Gain on Sale of Assets”). Durmg 2000,
Bowater sold fixed assets and timberlands resulting in a pre-tax gain of $7.3 million.

Corporate & Other Eliminations. The elimination of intersegment sales decreased $20.8 million in 2001 compared to
2000. Decreased sales volume between the divisions accounts for this decrease. Operating expenses for 2001 decreased
$26.0 million compared with 2000, primarily due to lower stock-based compensation charges ($21.1 million) and lower

benefit costs ($11.5 million). These decreases were partially offset by hedging losses (37.0 million).

INTEREST AND OTHER INCOME AND EXPENSES

Interest expense increased $5.8 million in 2001, from $135.2 million to $141.0 million, due primarily to an increase in debt
to fund the acquisition of Alliance, partially offset by lower interest rates. Interest income decreased $6.9 million, from
$15.6 million in 2000 to $8.7 million in 2001, due to lower average cash balances.

Other income in 2001 was $8.0 million compared to other expense of $4.5 million in 2000. During 2001, Bowater
recorded foreign exchange gains of $5.9 million compared with $3.9 million of foreign exchange loss in 2000. The majority
of our exchange gain (loss) is attributable to the revaluation of unhedged foreign denominated liabilities into United States
dollars plus the ineffective portion of our cash flow hedges.

PROVISION FOR INCOME TAXES

Bowater’s effective tax rate in 2001 was 41% compared to 29% in 2000. The rate was higher in 2001 due to additional
state taxes related to land sales, Canadian investment tax credits and foreign exchange impacts. In addition, as the level of
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pre-tax income decreases, the impact of non-deductible items.on our effective tax rate, such as goodwill amortization,
increases.

FOURTH QUARTER OF 2001

Net income in the fourth quarter of 2001 was $18.7 million, or $0.33 per diluted share, on sales of $700.3 million. This
compates to net income in the fourth quarter of 2000 of $58.5 million, or $1.12 per diluted share, on sales of $658.0

millicn.

Operating income for the fourth quarter of 2001 was $66.3 million compared to $99.0 million for the fourth quarter of
2000. In the fourth quarter of 2001, operating income included a gain on sale of assets of $84.2 million compared to §3.9
million in the fourth quarter of 2000. Excluding these asset sales, operating income decreased $113.0 million. This
decrease is primarily the result of lower transaction prices for market pulp ($59.0 million), newsprint (353.7 million) and
coated groundwood paper (§12.8 million) and lower overall shipments ($6.1 million). Operating costs for the fourth
quarter of 2001 were also higher ($7.0 million) due to more maintenance and market-related downtime and higher costs
for chemicals and repair matesials. Lower recovered paper prices and lower hedging losses partially offset the higher costs.
Selling, general and administrative expenses were also lower ($13.0 million) primarily due to the effects of our stock-based

compensation programs. )

The effective tax rate for the fourth quarter of 2001 was significantly higher than the fourth quarter of 2000 due to
Canadian investment tax credits and tax saving initiatives generated and recorded in the fourth quarter of 2000.

Liguidity and Capital Resources: 2001 Compared with 2000

Bowater’s cash, cash equivalents and marketable securities balance at the end of 2001 was $30.4 million, an increase of
$10.0 million from $20.4 million at the end of 2000.

Cash and cash equivalents increased $8.3 million, from $20.0 million at year-end 2000 to $28.3 million at year-end 2001.
Bowater generated $372.8 million of cash from operations, while we used $84.8 million of cash from financing activities
and $279.7 million for investing activities. Gur most significant cash transactions during 2001 include cash flow from
operations, capital expenditures, the acquisition of Alliance, the sale of notes receivable and the payment of dividends.

CASH FROM OPERATING ACTIVITIES

Bowater generated cash of $372.8 million from operating activities in 2001 compared with $416.6 million in 2000. The
decrease of $43.8 million was the result of lower operating income in 2001 due to lower transaction prices for market pulp
and coated groundwood paper and lower shipments. These decreases were partially offset by higher transaction prices for
newsprint and lower selling, general and administrative expenses. Working capital needs were also lower in 2001 by §133.5
million. The 2001 operating cash flows include the activity of the Alliance locations for the period September 24, 2001, to
December 31, 2001. The 2000 operating cash flows include the activity of the Grenada mill for the period August 1, 2000,
to December 31, 2000.

CASH FROM INVESTING ACTIVITIES

Cash used for investing activities in 2001 was $279.7 million compared with $716.3 million in 2000. In 2001, cash used in
business acquisitions, ptimarily for the Alliance acquisition, was approximately $271.6 million. In 2000, we acquired the
Grenada mill for $382.2 million, purchased the Ignace Sawmill for $4.7 million, and invested $3.1 million in
PaperExchange.com. As of December 31, 2001, we had written-off the $3.1 million investment in PaperExchange.com.

Capital expenditures in 2001 totaled $246.8 million as compared to $283.2 million in 2000. Capital expenditures in 2000
included approximately $61 million for the construction of a recovery boiler at our Thunder Bay Operation. In 2000, we
refinanced assets previously leased at our Gatineau Operation for $24.2 million. In July 2000, the Board of Directors
approved a $175.0 million project to replace the entire fiber line at our Catawba, South Carolina, facility. This new fiber
line will enable the mill to comply with new environmental rules (see “Environmental Items”), as well as improve overall
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operating efficiencies. Capital spending for the fiber line project was approximately $21.0 million through 2001, with the
remaining estimate of $154.0 million to be spent from 2002 through 2004. In November 2000, Bowater announced plans
to convert the newsprint production at its Catawba Operation to coated groundwood paper and to construct two
additional Nuway sites, which will coat groundwood base sheets produced on Bowater machines that previously produced
newsprint. Capital expenditure levels in 2002 will be approximately $225 million, still below projected levels of
depreciation and amortization in 2002,

Cash paid on the maturity of hedging contracts in our Canadian dollar hedging program totaled $27.7 million in 2000.
Cash paid on the maturity of Canadian dollar hedging contracts during 2001 is mcluded under Cash From Operating
Activities.

In the second quarter of 2001, we received $122.6 million from the monetization of notes receivable related to CNC’s sale
of timberlands in 1999. In the fourth quarter of 2001, Bowater completed the sale of approximately 147,000 acres of
owned or leased timberland for aggregate consideration of $121.6 million to two purchasers in separate transactions. We
received approximately $5.8 million in cash and $115.8 million in notes receivable from the purchasers. In the fourth
quarter of 2001, we monetized the $115.8 notes receivable for net cash proceeds of $102.6 million.

Several years ago, Bowater undertook an initiative to eliminate non-strategic assets, including non-strategic timberland
tracts. Since January 1996, we have sold approximately 2.1 million acres of timberlands throughout the United States and
Canada, with cash proceeds (including the monetization of notes receivable on timberlands sales) totaling approximately
$782.0 million. Currently, we own or Jease 1.5 million acres of timberlands in the United States and Canada and have
timber cutting rights on over 32 million acres in Canada. We pesiodically review timberland holdings and sell timberlands.

CASH FROM FINANCING ACTIVITIES

Cash flow used for financing activities was $84.8 million in 2001 compared to cash from financing activities of 3295 0
million in 2000.

During 2001, Bowater had net payments of $177.4 million on its short-term credit facilities, while in 2000 we had net
borrowings of $470.0 million (primarily for the acquisition of the Grenada mill). In order to fund the Alliance acquisition
and to refinance assumed debt, Bowater entered into a $500 million nine-month Bridge Credit Agreement. On November
6, 2001, Bowater’s wholly-owned subsidiary, Bowater Canada Finance Corporaton, sold $600 million of ten-year notes,
with a 7.95% coupon, fully and unconditionally guaranteed by Bowater. The proceeds were used to repay in its entirety the
amount outstanding under the $500 million Bridge Credit Agreement, and the balance was applied to amounts outstanding
under our 364-day and five-year credit facilities. We also used proceeds from the monetization of the notes recelvablc to
reduce our short-term credit facilities.

During 2001, we received net proceeds from long-term botrowings of approximately $585.2 million ($600 million ten-year
notes, net of discount of §1.9 million, deferred financing fees of $4.4 million and cash paid of $8.5 million on maturity of
treasury lock derivative instrument) and made payments on long-term borrowings of $375.9 million and refinanced the
debt assumed with the Alliance acquisition. In 2000, we had net reductions in our long-term borrowings of $30.5 million,
which included the reputchase of an additional $19.8 million of our 9.25% Debentures.

During 2001, we reduced the amount of our 364-day credit facility from $750 million to $450 million, while retaining our
$350 million, five-year facility. In October 2001, Bowater’s wholly-owned subsidiary, Bowater Pulp and Paper Canada Inc.
("BPPCI") put in place a new $100 million, 364-day credit facility (which is now held by Bowater Canadian Forest
Products Inc. ("BCFPI"), 2 wholly-owned subsidiary of Bowater and successor in interest to BPPCI as a result of an
amalgamation transaction effected January 1, 2002).

Cash dividends increased $70.7 million, from $48.3 mllhon in 2000 to §119. O million in 2001. This increase was primarily
due to higher dividend payments to the minority shaseholders.

In 1999, the Board of Directors authorized a stock repurchase program allowing us to repurchase up to 5.5 million shares
of our outstanding Common Stock. We made no purchases under this program during 2001. In 2000, we purchased 2.1
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million shares at a cost of $103.7 million. As of December 31, 2001, we have purchased 3.1 million shares at a total cost of
$155.5 million under this program.

We continually consider various options for the use of our cash, including internal capital investments, share repurchases,
investments to grow our businesses and additional debt reductions.

SHORT-TERM FUNDING AND CONTRACTUAL/COMMERCIAL COMMITMENTS

Bowater believes that cash generated from operations, proceeds from the expected note monetization described below and
access to our credit facilities will be sufficient to provide for our anticipated requirements for working capital, contractual
obligations and capital expenditures for the next 12 months.

As of December 31, 2001, Bowater has available borrowings on our short-term bank debt - credit facilities as follows:

‘ 12/31/2001
» Amount Commitment  Termination Average
Short-Term Bank Debt Commitment  QOutstanding Available Date Interest Rate O
Operating line of credit $ 100 $ 04 $ 96 On demand 2.90%
364-day credit facility 450.0 50.3 399.7 6/19/G2@ 2.46%
Five-year facility : 350.0 291.0 - 59.0 6/24/03 2.54%
BCFPI 364-day credit facility 100.0 - 84.2 10/25/02@ -
$ 910.0 $ 3417 § 552.5

(1) Borrowings under the 364-day and five-year facilities incur interest based, at our option, on specified market interest rates
plus a margin tied to the credit rating of our long-term debt. The interest rate on our BCFPI 364-day credit facility at Decembes
31, 2001, is equal to the higher of (i) the United States Federal Funds Rate plus 1/2 of 1% and (ii) the rate quoted by the facility’s
Administrative Agent in Toronto, Ontario. Bowater believes it is in compliance with all its covenants and other requirements set
forth in its credit facilities.

(2) Under the Bowater and BCFPI 364-day credit facilities, the borrower has the ability to extend the termination date for one
additional year through June 19, 2003, and October 25, 2003, respectively.

The following summatizes Bowatet’s contractual obligations at December 31, 2001, and the effect such obligations are
expected to have on its liquidity and cash flow in future periods.

Lessthan1 :

(In millions) ~ Total Year 1-3 Years After 3 Years
Long-term debt, including current installments § 1,901.0 $ 730 § 504 § 1,777.6
Short-term bank debt 341.7 0.4 341.3 -
Non-cancelable operating lease obligations 53.8 9.1 20.1 24.6
Total contractual obligadons $ 22905 § 825 § 4118 $ 1,802.2

Bowater enters into various agreements, primarily supply agreements, in the normal course of business. In connection with
the acquisition of Alliance, Bowater assumed various long-term supply contracts the more significant including a fiber
supply contract, at market prices for its Coosa Operation and 4 steam supply contract at its Dolbeau Operation. The
Coosa fiber supply contract expires in 2014 and has total commitments of approximately $174.7 million ($15.7 million in
years 1-3, $13.0 million in years 4-5 and $101.6 million thereafter). In addition, our Dolbeau Operation’s steam supply
contract expires in 2023 and has total commitments of approximately $140.4 million (86.4 million in years 1-5 and $108.4
million thereafter).
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Cther Commitments:

Amount of Commitment Expiration Per Period
v Total Amounts Less than 1
(In millions) Committed Year 1-3 Years Over 3 Years

Off-balance sheet debt guarantees § 617 $§ - § - $ 617
Standby letters of credit 70.3 13.5 56.8 -
$ 1320 $ 135 § 568 3 61.7

Management expects to maintain the h'qin’dity currently available to us under current bank lines. The ability to renew these
facilities is contingent upon the financial markets in general and our operating prospects and credit ratings in particular.

Bowater is rated as an investment grade credit by S&P (BBB with a negative outlook) and by Moody’s (Baaa3 with a
negative outlook). Thete is no way to predict with certainty any future rating actions by these two agencies. The interest
rates associated with the bank lines of credit described above are based on Bowater’s highest credit rating (currently S&P).
Any reduction in the highest rating will increase our cost of borrowing. In addition to higher interest rates, if we are
downgraded to below investment grade, the availability of future sources of credit may become constramed

OFF-BALANCE SHEET ARRANGEMENTS

Nuway Coating Facilities. Two Nuway coating facilities are being constructed for Bowater, one located in Covington,
Tennessee and the other plznned for the mid-Atantic region. Construction of the two facilities is being financed through a
special purpose entity ("SPE") with total expected construction costs of approximately $100.0 million. Bowater has no
ownership interest in the SPE. Bowater Nuway Inc., 2 wholly-owned subsidiary of Bowater, has entered into lease
commitments with the SPE, the lessor in the transaction, for these new facilities. The Covington, Tennessee facility is
expected to commence operations in the first quarter of 2002. The construction schedule for the mid- Atlantic facility has
been deferred and is to be determined at a later date, as market conditions warrant. As of December 31, 2001, total costs
incurred by the SPE for the construction of these facilities was approximately $57.8 million. The assets and debt associated
with these new facilities will not be consolidated in Bowater’s financial statements. The leases will be classified as operating
leases and the payments expensed in accordance with Financial Accounting Standards Board, Statement of Financial
Accounting Standards No. 13, “Accounting for Leases.” This arrangement provides very low cost financing. The future
minimurn lease payments have not been finalized, but are estimated to be approximately $3.0 million per year for the two
facilities based on current interest rates. The base lease term for each facility expires on April 30, 2006. We have opdons at
the end of the base lease terms to (1) extend the lease terms annually for an additional five years, (2) purchase the leased
properties or (3) terminate the lease agreements. In the event that a lease agreement is terminated, Bowater Nuway Inc. (as
lessee) must cause the facility to be sold and the lessor to be paid a residual value guarantee of approximately 83% of the
lessor’s investment in the facility. The present value of rental payments, estimated termination costs and the residual value
guarantee at the inception of the lease do not exceed in the aggregate 89.5% of the lessor’s investment in the facility. Upon
consummation of the sale, the lessor is entitled to retain an amount equal to its remaining investment in the facility, and
any balance of the sale proceeds is to be paid to the lessee. Bowater has guaranteed the lessee’s obligations under this
arrangement. Management currently does not believe that it is probable that Bowater will be required to make a deficiency
payment on the residual value guarantee.

Timberland Sales. In connection with certain timberland sales transactions, Bowater received a portion of the sale
proceeds in notes receivable. Bowater monetized these notes receivable using qualified special purpose entities ("QSPEs")
set up in accordance with the Financial Accounting Standards Board's (the “FASB”) SFAS No. 140, “Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” The more significant aspects of the
QSPE:s are as follows:

e The QSPEs are not consolidated with Bowater in Bowater’s financial statements. The business putpose of the
QSPEs is to hold the notes receivable and issue debt securities to third patties. The value of these debt securities is
equal to approximately 90% of the value of the notes receivable. The full principal amount of the notes receivable
is backed by letters of credit issued by a third party financial institution.
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Bowater records gains or losses on the monetization of the notes receivable through the QSPEs. The amount of
the gain or loss is determined based on the original carrying amount of the notes, allocated between the assets
monetized and the retained interests based on their relative fair value at the date of the monetization.

Bowater’s retained interest consists principally of net excess cash flows (the difference between the interest
received on the notes receivable and the interest paid on the debt issued to third parties) and a cash reserve
account. Fair values of the retained interest are estimated based on the present value of future excess cash flows to
be received over the life of the notes, using management’s best estimate of key assumptions, including credit risk
and discount rates.

The cash reserve accounts are established at inception and are required to meet specified minimum levels
throughout the life of the debr issued by the QSPEs to third party investors. Any excess cash flows revert back to
Bowater on a quarterly or semi-annual basis. The cash reserve accounts revert back to Bowater at the maturity date
of the third party debt. -

Bowater may be required to make capital contributions to the QSPEs from time to time in sufficient amounts so
that the QSPEs will be able to comply with their covenants regarding the payment of taxes, maintenance as entities
in good standing, transaction fees of the transaction, contractual indemnification of the collateral agent and certain
other parties, and the maintenance of specified minimum amounts in the cash reserve account. Notwithstanding
these covenants, because of the expected net available cash flow to the QSPEs (interest and principal on notes
receivable backed by letters of credit will be in excess of interest and principal on debt securities), Bowater does
not expect to be required to make additional capital contributions.

Bowater currently guarantees approximately $11.7 million, representing 25% of the outstanding investor notes
principal balance of Timber Note Holdings LLC, one of the QSPEs. This guarantee is reduced annually by
approximately $0.5 million based on annual principal repayments on the investor notes of $2.0 million through
2008. The remaining investor notes principal amount is to be repeud in 2009.

The following summarizes our transactions with QSPEs as of December 31, 2001(in millions):

‘ Bowater’s Retained Total Excess of Assets
Qualified Special Purpose Entity Interest Total Assets  Obligations  over Obligations
Calhoun Note Holdings AT & TI LLGs $ 125 $ 1504 $ 1271 $ 233
Bowater Catawba Note Holdings I & I LLCs 1142 118.0 104.8 13.2
Timber Note Holdings LLC 3.1 53.5 46.9 6.6

$ 298 $ 3219 $ 27838 $ 431

Neither the SPE nor the QSPEs are permitted to hold Bowater stock and there are no commitments or guarantees that
provide for the potential issuance of Bowater stock. These entities do not engage in speculative activities of any
description and are not used to hedge Bowater positions, and no Bowater employee is permitted to invest in any SPE or

QSPE.
Subsequent Evemnt

In January 2002, Bowater received proceeds from the sale of timberlands of approximately §104.0 million, including $5.0
million cash and $99.0 million in notes receivable. Bowater expects to monetize the $99.0 million notes receivable in the
first quarter of 2002 and to apply the proceeds to the reduction of debt.

Acquisitions and Dispositions

On April 1, 2001, Bowater signed a definitive agreement to acquire all of the outstanding stock of Alliance for CDN$13.00
in cash plus 166 shares of Bowater Common Stock o Exchangeable Shares for each Alliance common share. The

Alliance acquisition was completed on September 24, 2001. The results of Alliance’s operations have been included in the
Consolidated Financial Statements since September 24, 2001. Following the acquisition, Bowater changed Alliance’s name
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to Bowater Canadian Forest Products Inc. Alliance was an integrated company specializing in timber harvesting and forest
management, as well as the production and sale of newsprint, uncoated specialty papers, pulp, lumber and related
products. Alliance had operations in Canada and the United States. The acquisition added two modern, low-cost
supercalendered and specialty paper mills in Quebec, enabling Bowater to offer a full spectrum of groundwood paper
grades. Also, a strategically located mill in Alabama, which has been recently modernized to produce 100% recycled
newsprint, is expected to enhance Bowater's customer service capabilities. Alliance's extensive sawmill system and
approximately 18.0 million acres of cutting rights will support Bowater's expanded operations.

The aggregate purchase price to Alliance shareholders was $485.9 million. The acquisition was financed through a $500.0
million Bridge Credit Agreement dated July 2, 2001. The borrowings under this facility matured on November 6, 2001 (see
Note 12 of the Consolidated Financial Statements included in this Form 10-K). As of September 24, 2001, the closing date
of the transaction, Alliance had a total of approximately 30.3 million outstanding shares. Using the exchange ratio of .166,
the 30.3 million Alliance shares resulted in the issuance of 4,179,626 shares of Bowater Common Stock ($1.00 par value)
and 856,237 shares of Bowater Exchangeable Shares (no par value) for the equity consideration of $234.9 million and
approximately $251.0 million in cash for the cash portion. Bowater shares were valued at $46.65 per share of Bowater
Common Stock or Exchangeable Shares, which represents a six-day average (three trading days prior to April 1, 2001, the
date of the definitive agreement, and three trading days after). Transaction costs of the acquisition were apprommately
$14.8 million, and payments to Alliance for settlement of stock options were approximately $8.1 million. The acquisition
was accounted for using the purchase method of accounting in accordance with Financial Accounting Standards No. 141,
“Business Combinations.”

In August 2000, Bowater completed the acquisition of the Grenada mill for cash of $382.2 million (net of cash acquired
and including fees and expenses) and the assumption of $8.8 million in debt. The mill has an annual production capacity of
approximately 250,000 metric tons of newsprint. We accounted for the acquisition under the purchase method of
accounting. In November 2000, we acquired the Ignace Sawmill, located in northern Cntarnio, for $4.7 million.
Environmental due diligence was conducted on both these facilities and the aggregate potential liabilities assumed are not
expected to exceed $250,000.

In August 1999, we completed the sale of Great Northern Paper, Inc. ("GNP") for $250.0 million, consisting of cash
($108.0 million, net of expenses), a note ($10.0 million) and the assumption of the GNP workers’ compensation and
pension iabilities existing as of the closing date of the transaction ($130.0 million). We recorded a pre-tax loss of $47.1
million, or $0.58 per diluted share, after tax, on the sale.

Environmentaf Items

Bowater is subject to a variety of federal, state, provincial and local environmental laws and regulations in the jurisdictions
in which it operates. We believe our operations are in substantial compliance with current applicable environmental laws
and regulations.

In April 1998, the United States Environmental Protection Agency ("EPA") promulgated new air and water quality
regulations for the paper industry. These regulations, known as the “Cluster Rule,” are aimed at further reductions of
certain environmental emissions. Projects necessary for the Calhoun, Tennessee, fac1hty to comply with this rule by April
16, 2001, have been completed. The Coosa Pines mill will be in compliance with the Cluster Rule by Apnl 15, 2002 In ]uly
2000, Bowater’s Board of Directors approved a $175 million project to replace the fiber line at the Catawba, South
Carolina, facility. This new fiber line will enable the mill to improve overall operating efficiencies, as well as comply with
the Cluster Rule by meeting the more stringent parameters of Tier I of the EPA’s Voluntary Advanced Technology
Incentive Program, with a compliance date of Apnl 15, 2004. The new $80 million kraft recovery boiler at the Thunder
Bay, Ontario, facility was commissioned in the summer of 2001. This project significantly decreased the level of air
emuissions from the mill. It also allowed the mill to discontinue the use of coal for steam production, thereby decreasing
greenhouse gas emissions.

In addition to the projects mentioned above, we currently anticipate spending less than $15 million of capital per year for
all of our facilities for the foreseeable furure to maintain compliance with existing environmental regulations.
Environmental regulations promulgated in the future could require substantial expenditures for compliance and could
bave a material impact on Bowater, in particular, and the industry in general.
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Bowater currently has recorded $14.8 million for environmental Liabilities. These liabilities are recorded at undiscounted
amounts and are included in other long-term liabilities on the Consolidated Balance Sheet. The $14.8 million represents
management’s estimate based on an assessment of relevant factors and assumptions of the ultimate settlement amouats for
these liabilities. The amount of these liabilities could be affected by changes in facts or assumptions not currently known
to management. Approximately $13.2 million of the $14.8 million relates to two Canadian mills for costs primanly
associated with soil remediation, air compliance and landfill closure.

As of December 31, 2001, Bowater has been notified that we are a “potentially responsible party” ("PRP") under the
Comprehensive Environmental Response, Compensation, and Liability Act ("CERCLA") of 1980, as amended, with
respect to three sites in South Carolina. Cne site contained a small landfill on a timber tract sold to CNC by a third party.
The third party has remediated the site and continues to monitor the groundwater. Bowater has not been requested to
contribute to the remediation costs. One site is a timber tract owned by CNC in which unknown third parties discarded
several hundred steel drums containing small amounts of texule residue. This site has not yet been scheduled for
remediation. The remaining site is a Superfund site where several parties, including Bowater, shipped used steel drums for
reclamation. The EPA has remediated this site for a total cost of approximately $6.2 million. Bowater has been notified
that we are one of 27 PRPs. Negotiations with EPA to determine liabilities for the PRPs will begin in March 2002,
Bowater does not believe it will be liable for any significant amounts at these three sites.

Adoption of Accounting Standards

In July 2001, the FASB issued Statement No. 141, “Business Combinations.” Statement No. 141 requires that the purchase
method of accounting be used for all business combinations initiated after June 30, 2001, as well as all purchase method
business combinations completed after June 30, 2001. Bowater adopted this statement as required on July 1, 2001, and the
Alliance acquisition completed on September 24, 2001, was accounted for under the provisions of Statement No. 141.

In July 2001, the FASB issued Statement No. 142, “Goodwill and Other Intangible Assets.” Under Statement No. 142,
goodwill and intangible assets with indefinite useful lives will no longer be amortized, but will be tested for impairment at
least on an annual basis in accordance with the provisions of Statement No. 142. Goodwill and intangible assets acquired
in business combinations completed before July 1, 2001, will contirue to be amortized prior to the adoption of Statement
No. 142, which Bowater adopted on January 1, 2002. Effective January 1, 2002, Bowater will no longer amortize its
goodwﬂl. As of December 31, 2001, Bowater has unamortized goodwill in the amount of $843.0 million. Amortization
expense for the years ended December 31, 2001 and 2000 was $23.9 million and $23.8 million, respectively. In connection
with Statement No. 142’s transitional goodwill impairment evaluation, Bowater will be required to perform an assessment
of whether there is an indication that goodwill is impaired as of the date of adoption. To accomplish this, Bowater must
identify its reporting units and determine the carrying value of each reporting unit by assigning the assets and liabilities,
including the existing goodwill, to those reporting units as of the date of adoption. Bowater will then have six months
from the date of adoption to determine the fair value of each reporting unit and compare it to the carrying amount of the
reporting unit. Bécause of the extensive effort needed to perform the transitional goodwill impairment evaluation, it is not
praciicable to reasonably estimate the impact of adopting Statement No. 142 on our financial statements at the date of this
report, including whether any transitional impairment losses will be required to be recognized as the cumulative effect of a
change in accounting principle.

In July 2001, the FASB issued Statement No. 143, “Accounting for Asset Retirement Cbligation.” This Statement requires
entities to record the fair value of a liability for an asset retirement obligation in the period in which it is incurred.
Statement No. 143 is effective for fiscal years beginning after June 15, 2002. Bowater will adopt the Statement effective
January 1, 2003, and is currently assessing the impact on its operations.

On Cctober 3, 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets,” that is applicable to financial statements issued for fiscal years beginning after December 15, 2001 (January 2002
for Bowater). The FASB's new rules on asset impairment supersede FASB Statement No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Cf,” and prowde a single accounting model
for long-lived assets to be d.nsposed of. Bowater adopted the Statement effective January 1, 2002, and does not expect this
standard to have a material impact on future financial statements or results of operations.
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Historical Reference Results of Operations: 2000 Compared with 1999

Bowater’s net income for 2000 was $159.4 million, or $3.02 per dﬂutcd sharc compared with net income of $78.7 million,
or $1.41 per diluted share, in 1999.

In 2000, Bowater began reporting all sales amounts before distribution costs. Al prior-year amounts have been adjusted to
conform to the new presentation.

Operating income in 2000 was $363.3 million on sales of $2.5 billion, compared with $244.0 million on sales of $2.3 billion
in 1999. In 2000, operating income includes gain on sale of assets of $7.3 million compared to $225.4 million in 1999.
Operating income for 1999 also includes 2 pre-tax impairment charge of $92.0 million. Excluding the impairment charge
and the net gain on sale of assets, opetating income increased $245.4 million. This increase was due to higher transaction
prices for newsprint ($132.1 million), pulp ($125.4 million), coated groundwood paper ($39.0 million) and unceated
groundwood specialties ($8.5 million), and higher shipments of newsprint (due to the acquisition of the Grenada mill) and
uncoated groundwood specialties. This increase was partially offset by lower lumber prices ($10.9 million), lower
shipments of pulp and coated groundwood paper and higher general and administrative expenses ($33.9 million). Cur
operating costs were lower in 2000 compared with 1999 primarily due to less market-related downtime ($33.3 million).
Costs were also reduced by the sale of GNP, which included two high-cost mills; offset by higher prices for recovered
paper, fuel and power. Presented below is a discussion of each significant product line, followed by a discussion of the
results of each of the divisions.

PRODUCT LINE INFORMATION

Newsprint. The newsprint markets improved during 2000. Bowater’s average transaction price for newsprint increased
10% during the year. Our shipments wete slightly higher compared with 1999 due to the acquisition of the Grenada mill
and less market-related downtime, partially offset by the sale of GNP and the movement of newsprint to higher value-
added specialty grades. Bowater’s inventory of newsprint at the end of 2000 was lower than at the end of 1999. The United
States economy grew approximately 5% in 2000, and Asian demand improved, recovering from the Asian economic crisis
of 1997 and 1998. Total United States newsprint demand and consumption increased during 2000 compared with 1999.
North American mill inventories, as well as customer inventories, declined from 1999 levels. North American exports of
newsprint, constrained by tight domestic supply, grew modestly during the year. North American imports of newsprint
declined significantly. The supply/demand picture for newsprint improved as industry capacity declined during the year
because producers converted to higher value grades and closed high-cost facilities. Approximately cne million metric tons
of annual production capacity are expected to be removed from the North American market over the next two years.
Given the strong newsprint market, we are increasing prices in all of our offshore markets by approximately $50 per metsic
ton in the first quarter of 2001, and we implemented an additional $50 per metric ton price increase, effective March 1,
2001, in the United States.

Uncoated Groundwood Specialties. Compared with 1999, Bowater’s average transaction price of uncoated groundwood
specialties increased 9% in 2000. Our shipments also increased 72% as a result of the movement from newsprint to higher
value-added specialty grades. Uncoated groundwood specialty grades ate used mainly for fliers and newspaper inserts. This
market is normally similar to the newsprint market in terms of pricing and demand.

Coated Greundwood Paper. The market for coated groundwood paper was solid throughout 2000. Bowater’s 2000
average transaction price for coated groundwood paper was 13% higher than in 1999. Our shipments for 2000 were 7%
lower compared with 1999 shipments. This decrease is primarily the result of the sale of GNP in 1999, partially offset with
the production from our Nuway operations. United States shipments of coated groundwood paper increased slightly
compared to 1999. End-use markets continued to grow with magazine advertising pages and catalog mailings (measured
by standard A mail weight) increasing over 1999 levels. Inventories of the United States coated groundwood producers
declined significantly in the first half of 2000 and then increased during the second half to end the year 26% higher than
year end 1999. Although there was significant weakness in the coated free-sheet markets during the year, the impact on our
coated paper grades was minimal.

Market Pulp. The year 2000 was a strong year for market pulp. Bowater irnplemented three price increases: $30 per
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metric ton effective January 1, 2000, $40 per metric ton effective April 1, 2000, and $30 per metric ton effective July 1,
2000. Our average transaction price for matket pulp increased 30% compared to 1999. Our shipments were down slightly
compared to 1999 due to 25,000 metric tons of market-related downtime tzken toward the end of the year. During the
first half of the year, NORSCAN (United States, Canada, Finland, Norway and Sweden) shipments increased 2% from the
corresponding 1999 level. During the second half of the year, market conditions began to weaken. NORSCAN shipments
decreased compared to the second half of 1999 and were also down compared to the first half of 2000. Industry
inventories increased to over 33 days supply, or 1.8 million metric tons. This trend has continued into the first quarter of
2001, and as a result, we have announced an additional 30,000 metric tons of market-related downtime during the first

quarter.

Lumber. Lumber markets were weak throughout 2000. United States housing starts were 1.6 million units in 2000,
decreasing 4% from 1999. Bowater’s average transaction price for lumber in 2000 was 16% lower than in 1999 with prices
declining in each quarter of the year. The industry average price for structural framing lumber was at its lowest level since
1992. Shipments increased at each of our three sawmills; however, our overall shipments declined slightly in 2000
compared with 1999 due to the sale of a sawmill in March 1999.

Timber. Bowater’s average transaction price for timber declined 6% from 1999 levels. After accounting for the change in
mix that resulted from the sale of dmberlands in Maine, our prices for timber were basically flat in 2000 compared to 1999.
Softwood sawtimber prices weakened slightly as a result of poor lumber markets; however, the impact on Bowater was
minimized through apgressive merchandising and marketing efforts. Our shipments of timber declined 31% in 2000 as a
tesult of the sale of over 2 million acres of timberland in 1999.

DIVISIONAL PERFORMANCE

: Sales® Segment Income (Loss)®
(In millions) 2000 1999 2000 1999
Newsprint §1,464.7 $1,368.7 $ 236.6 § 194
Coated and Specialty Papers 5869 499.2 136.1 - 722
Canadian Forest Products 419.8 354.8 58.1 39.6
Forest Products 334.0 407.5 15.0 395
Special items - - 7.3 1334
Corporate & other eliminatons (305.1) ~(318.5) (89.8) {60.1)
Total $2,500.3 $2311.7 $ 363.3 $ 244.0

(1) Financial results for the production and sale of market pulp are included in the Newsprint Division or the Coated and
Specialty Papers Division, depending upon which site manufactures the product. The Pulp Division is responsible for the
marketing and distribution of the product, and its administrative expenses are included in “Corporate & other eliminations.”

The line tided “Total segment income” in the preceding table is equal to “Operating income” as presented in our
Consolidated Statement of Operations.

Newsprint Division. Sales increased $96.0 million, from $1,368.7 million to $1,464.7 million, primarily as a result of the
higher transaction prices for newsprint (388.2 million), pulp ($99.6 million) and uncoated groundwood specialties ($8.0
million), as well as higher shipments of pulp ($7.5 million) and uncoated groundwood specialties ($32.9 million), partially
offset by lower shipments of newsprint (9.7 million, excluding the impact of the acquisition of Grenada in August 2000).
Other items affecting the sales for this division were the acquisition of the Grenada Operation in August of 2000 ($60.3
million) and the sale of GNP in August of 1999 ($190.7 million). See the previous discussions of the newsprint and market
pulp product line results. Segment income in 2000 increased $217.2 million from $19.4 million in 1999 to $236.6 million.
This increase was due to the higher transaction prices for newsprint ($88.2 million), pulp ($99.6 million) and uncoated
groundwood specialties (38.0 million). Operating costs for the Division were lower in 2000 due to less market-related
downtime. Costs were also reduced by the sale of GNP’s high-cost mills, offset by higher prices for recovered paper,
power and fuel.
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Coated and Specialty Papers Division. Sales increased $87.7 million in 2000 compared with 1999, from $499.2 million
to $586.9 million, primarily the result of higher transaction prices for newsprint ($8.5 million), coated groundwood paper
($37.4 million) and pulp (333.8 million), and higher shipments of coated groundwood paper ($30.4 million) and uncoated
groundwood specialties ($19.3 million). This increase was partially offset by lower newsprint ($20.5 million) and market
pulp ($21.0 million) shipments. See the previous discussions of the newsprint, coated groundwood and market pulp
product line results. Segment income increased $63.9 million, from $72.2 million to $136.1 million, primarily the result of
the higher transaction prices for newsprint ($8.5 million), coated groundwood paper ($37.4 million) and pulp ($33.8
million), partially offset by higher operating costs associated with fuel ($1.9 million) and chemicals (37.1 million).

Canadizn Forest Products Division. Sales increased $65.0 million, from $354.8 million in 1999 to $419.8 million in 2000
primarily due to higher transaction prices for newsprint ($29.3 million), higher shipments of newsprint ($30.4 million),
market pulp ($26.2 million) and lumber (5.7 million). These increases were partially offset by lower shipments of specialty
paper ($24.6 million) and lower transaction prices for lumber ($2.2 million). See the previous discussions of the newsprint
and uncoated groundwood specialties and lumber product line results. Segment income increased $18.5 million, from
$39.6 million in 1999 to $58.1 million in 2000. This increase was mainly due to higher newsprint prices ($29.3 million) and
higher shipments of newspting, market pulp and lumber. This increase was partially offset by higher manufacturing costs
($12.6 million).

Forest Products Division. Sales in 2000 decreased $73.5 million compared with 1999, from $407.5 million to $334.0
million. This decrease was due primarily to lower shipments of timber ($28.3 million) and lumber ($3.4 million) and lower
transaction prices for lumber ($8.5 million) and timber ($10.0 million). Internal procurement sales transferred at cost were
lower due to lower volume ($13.3 million) and lower wood prices ($10.0 million). See the previous discussions of the
lumber and timber product line results. Segment income decreased $24.5 million, from $39.5 million to $15.0 million, due
to lower transaction prices for lumber ($8.5 million) and timber ($10.0 million), as well as lower timber shipments ($13.3
million) due to the sale of over 2 million actres during 1999. Operating costs for the Division decreased $2.5 million in
2000 compared with 1999, primarily as a result of improved efficiency and lower wood costs at the sawmills and lower
forest management costs as a result of the timberland sale in 1999. These lower costs were partally offset by a $7.8 million
charge for pine beetle damage to our southern United States timberlands. The risk of additional pine beetle damage
continues to exist. The Division is unable to determine, at this time, if this will have 2 material impact on its future
operating results.

Special Items. During 2000, Bowater sold fixed assets and timberlands resulting in a pre-tax gain of $7.3 million. During
1999, we sold over 2 million actes tesulting in a pre-tax gain of $272.5 million. We also recorded a pre-tax impairment
charge of $92.0 million, reducing the book value of our assets at GNP. In August 1999, we completed the sale of GNP,
resulting in a pre-tax loss of $47.1 million.

Corporate & Other Eliminations. The elimination of intersegment sales decreased $13.4 million in 2000 compated to
1999. Decreased sales volume between the divisions accounts for the majority of this decrease. General and administrative
expenses for 2000 increased $29.7 million compared with 1999, primarily due to higher stock-based compensation charges
($16.8 million), benefit costs ($11.8 million) and professional fees ($2.5 million).

INTEREST AND OTHER INCOME AND EXPENSES

Interest expense increased $8.5 million in 2000, from $126.7 million to $135.2 million, due to borrowings on our credit
facility to fund the acquisition of the Grenada mill. Interest income increased $7.9 million, from $7.7 million in 1999 to
$15.6 million in 2000, due to interest on notes receivable from a sale of timberland.

Other expense in 2000 was $4.5 million versus other income of $30.8 million in 1999. During 2000, Bowater incurred
foreign exchange losses of $3.9 million compared with $33.4 million of foreign exchange gains in 1999. These gains and
losses primarily relate to the effect of changes in Canadian dollar exchange rates on our Canadian dollar hedging program
during the respective petiods.
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PROVISION FOR INCOME TAXES

Bowater’s effective tax rate in 2000 was 29% compared to 46% in 1999. The rate is lower in 2000 due to Canadian
investment tax credits and tax saving initiatives generated and recorded in 2000. In addition, as the level of pre-tax income
increases, the impact of non-deductible items on our effective tax rate, such as goodwill amortization, lessens.

Item 7A. Quantitative and Qualitative Disclosures About Marker Risk

As a result of Bowater's 2001 acquisition of Alliance and 1998 acquisition of Avenor, approximately 42% of our pulp and
paper production capacity is in Canada, with costs primarily denominated in-Canadian dollars. As a result, our earnings are
affected by increases or decreases in the value of the Canadian dollar. Increases in the value of the Canadian dollar versus the
United States dollar will tend to reduce reported earnings, and decreases in the value of the Canadian dollar will tend to
increase reported earnings. Using Canadian dollar forward, range forward and option contracts, Bowater has hedged against
the risk of a dsing Canadian dollar. At December 31, 2001, we had $925 million of Canadian dollar contracts outstanding.
Information regarding the carrying value and fair market value of the contracts is set forth on pages 48-50, Note 13, of the
Consolidated Financial Statements included in this Form 10-K.

In 1998, we purchased a South Korean newsprint mill, subjecting us to fluctuations in the Korean won/United States dollar
exchange rate because certain expenses and some purchases by the mill are denominated in won. However, many of the cash
flows for purchases and sales are in United States dollars, which mitigates much of the currency risk.

Bowater purchases significant amounts of old newspapers and old magazines to supply its facilities that use recovered paper.
Old newspapers and old magazines are market-priced commodities and, as such, are subject to fluctuations in market prices.
Increases in the prices of these commodities will tend to reduce our reported earnings and decreases will tend to increase cur

reported earnings.

Bowater's debt is predominantly fixed-rate debt. We do not have material exposure to interest rate risk.

Item 8. Financial Statements and Supplementary Data
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CONSOLIDATED STATEMENT OF OPERATIONS:

(In mtillions, except per-share amosints) Years ended December 31, 2001 2000 1999
Sales 2,449.2 2,500.3 $ 23117
Cost of sales, excluding depreciation, amortization

and cost of timber harvested 1,688.4 1,549.9 1,625.2
Depreciation, amortization and cost of timber harvested 321.3 295.2 300.2
Distribution costs 174.9 166.6 177.0
Selling and administrative expense 114.5 132.6 98.7
Impairment of assets - - 92.0
Net gain on sale of assets 167.7 7.3 225.4

Operating income 317.8 363.3 244.0
Other expense (income):

Interest income @7 (15.6) | 7.7

Interest expense, net of capitalized interest 141.0 135.2 126.7

Other, net (8.0) 4.5 (30.8)

Income before income taxes and minority interests 193.5 239.2 155.8
Provision for income tax expense 78.7 70.3 71.5
Minority interests in net income of subsidiaries 41.6 9.5 5.6

Net income 73.2 159.4 787
Other comprehensive income (Joss), net of tax: ‘

Foreign currency translation adjustments (3.3) 1.4 2.8

Minimum pension liability adjustments (25.9) 1.7 7.8

Unrealized loss on hedged transactions (14.4) - —

Comprehensive income 29.6 159.7 3 89.3
Eamings per share:
Basic earnings per common share:

Net income 1.38 3.05 $ 1.43

Average common shares outstanding 53.0 523 ' 54.2
Diluted earnings per common share:

Net income 1.37 3.02 $ 1.41

Average common and common equivalent shares outstanding 53.3 52.8 55.0

See accompanying Notes to Consolidated Financial Statements.

31




CONSOLIDATED BALANCE SHEET

(In millions, exccept per-share amounts) At December 31,

Assets

Curgent Assets:
Cash and cash equivalents
Marketable securities
Accounts receivable, net
Inventories

Other current assets

Total current assets

Timber and timberlands
Fixed assets, net

Notes receivable
Goodwill

QOther assets

Total assets

Liabilities and shareholders’ equity

Current liabilities:
Current installments of long-term debt 4 $ 730 0§ 1414
Short-term bank debt 341.7 485.0
Accounts payable and accrued liabilities 437.9 314.7
Dividends payable 10.9 10.3
Total cusrent liabilities 863.5 951.4
Long-term debt, net of current installments 1,828.0 1,304.7
Other long-term liabilides : 362.3 319.2
Deferred income taxes 601.7 508.1
Minority interests in subsidiaries 85.2 123.6
Commitments and contingencies ‘ - -

Shareholders’ equity:
Common Stock, $1 par value. Authorized 100,000,000 shares; issued 66,323,992

and 61,913,626 shares at December 31, 2001 and 2000, respectively 66.3 61.9
Exchangeable Shares, no par value. Unlimited shares authorized; 2,008,588 and
N 1,304,541 outstanding at December 31, 2001 and 2000, respectively 96.0 63.5
Additional paid-in capital 1,569.9 1,367.1
Retained earnings 840.5 809.6
Accumulated other comprehensive income (loss) (61.6) (18.0)
Treasury stock at cost, 11,619,812 and 11,635,850 shares at December 31, 2001

and 2000, respectvely (486.4) (487.0)

Total shareholders’ equity 2,024.7 1,797.1

Total liabilities and shareholders’ equity $ 57654 $§ 50041

See accompanying Notes to Consolidated Financial Statements.

32




CONSOLIDATED STATEMENT OF CAPITAL ACCOUNTS

 (In millions, except per-share amounts)

Series C
Cumulative

- Preferred Common Exchangeable

Stock Stock

Additional
Paid In

Shares Capital

Retained
Earnings

Accumulated
Other
Comprehensive

Income (Loss)

Treasury
Stock

Loan to
ESOT

Balance at December 31, 1998

$ 255 3§ 59.0

§ 110.8

$ 1,230.2

§ 6574

$ (28.9)

Net income

Issuance of new Exchangeable Shares
(1,359,620 shates)

Retraction of Exchangeable Shares (1,471,273
shates of Common Stock issued and
Exchangeable Shares retracted)

Redemption of Seties C cumulative preferred
stock (264,318 shares)

Dividends on:

Common ($0.80 per share)
Series C (30.56 per share)

Reduction in loan to ESOT

Foreign currency translation

Stock options exercised (375,169 shares)

Tax benefit on exercise of stock options

Pension plan additional minimum liability, net
of taxes of $5.0

Purchase of Common Stock (2,468,969 shares)

—
o
n

N

|

66.2 -

(71.6)

78.7

09)

(43.3)
©.1)

7.8

§ (26) 3(274.4)

(105.2)

Balance at December 31, 1999

$ 691.8

Net income

Retraction of Exchangeable Shares (859,836
shares of Common Stock issued and
Exchangeable Shares retracted)

Dividends on Common Stock ($0.80 per share)

Reduction in loan to ESOT . ’

Foreign currency translation

Stock options exercised (225,350 shares)

Tax benefit on exercise of stock options

Pension plan addidonal minimum liability, net
of taxes of $0.9

Stock option compensation

Treasury stock used for dividend reinvestment

plans (2,549 shares)
Purchase of Common Stock (2,125,900 shates)

1594

(4_1_.6)

$ (15.3)

$§ 07) $(383.6)

- 0.3
- (103.7)

Balance at December 31, 2000

§ 635 § 1367.1

$ (487.0)

Net income

Issuance of new stock (4,179,626 shares of
Common Stock and 856,237 Exchangeable
Shares at $46.65 each)

Retraction of Exchangeable Shares (152,190
shares of Common Stock issued and
Exchangeable Shares retracted)

Dividends on Common Stock ($0.80 per share)

Foreign currency translaton

Stock options exercised (78,550 shares)

Tax benefit on exercise of stock options

Pension plan additional minimum liability, net
of tax benefit of $14.6

Unrealized loss on hedged transactions, net of
tax benefit of $8.8

Stock option compensation

Ttreasury stock used for dividend reinvestment
plans and to pay employee and director
benefits (16,038 shares)

190.8

- 21
- 0.5

- 0.6

Balance at December 31, 2001

$- $ 66.3

§ 960§ 1569.9

$ 840.5

NG5

©
1

$ (486.4)

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

{In millions) Years ended December 31, 2001 2000

Cash flows from operating activities:
- Net income $ 73.2 % 159.4 % 78.7
Adjustments to reconcile net income to net cash provided by operating
activites:
Depreciation, amortization and cost of timber harvested 321.3 295.2 300.2
Deferred income taxes 62.9 329 55
Minority interests in net income of subsidiaries 41.6 9.5 5.6
Net gain on sale of assets (167.7) 7.3) (225.4)
Payments on maturity of hedging contracts (13.8) - -
Write-down of assets due to impairment - - 920
Changes in working capital:
Accounts receivable, net 125.5 (53.6) 12.8
Inventories 3.7 7.6) 5.9
Accounts payable and accrued liabilities (65.5) 5.1 (110.8)
Income taxes payable @7 (15.4) (3.0)
Other, net (6.7) (1.6) (145
Net cash from operating actvities 372.8 416.6 147.0
Cash flows from investing activities:
Business acquisitions, net of cash acquired (271.6) (390.0) -

. Cash invested in fixed assets, imber and dmberlands {246.8) (283.2) (198.5)
Putchase of assets previously leased - (24.2) -
Business dispositions - - 108.0
Dispositions of fixed assets, imber and timberlands 15.2 7.0 336.5
Proceeds from the monetizaton of notes receivable 225.2 - , 51.0
Cash paid on maturity of economic hedging contracts : - 27.7) (37.4)
Cash invested in marketable securities .1 507y . (10.6)
Cash from maturity of marketable securities 0.4 52.5 9.7

Net cash from (used for) investing activities 279.7) _(716.3) 258.7
Cash flows from financing activities:
Cash dividends, including minority interests (119.0) (48.3) (60.6)
Purchase of Common Stock - (103.7) (109.2)
Short-term financing 1,398.9 979.5 284.1
Short-term financing repayments (1,576.3) (509.5) 479.1)
Long-term financing 585.2 0.4 328
Payments of long-term debt (375.9) (30.9) (27.6)
Stock options exercised ‘ 2.2 6.8 10.7
Redemption of Series C preferred stock - - (26.4)
Redemption of 7.50% Convertible Unsecured Subordinated
Debentures - - (65.9)
Other 0.1 0.7 19
Net cash from (used for) financing activities (84.8) 295.0 (439.3)
Net increase (decrease) in cash and cash equivalents 8.3 4.7 (33.6)
Cash and cash equivalents: ‘
Beginning of yeat 20.0 24.7 58.3
End of year $ 283 % 20.0 $ 24.7
Supplemental disclosures of cash flow information: .
Cash paid during the year for:
Interest, including capitalized interest of $9.5, $3.5 and $4.9 $  158.0 $ 139.2 % 133.6
Income taxes ] 147 ¢ 36.4 $ 51.8

See accompanying Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies

BASIS OF PRESENTATION:

The accompanying Consolidated Financial Statements include the accounts of Bowater Incorporated and Subsidiaries
(collectively “Bowater”). As described more fully in Note 2, Bowater completed the acquisition of Alliance Forest Products
Inc. (“Alliance”) on September 24, 2001. The results of Alliance’s operations have been included in the Consolidated
Financial Statements since September 24, 2001. These financial statements are expressed in United States dollars except
where noted and have been prepared in accordance with United States generally accepted accounting pnnaples All
consolidated subsidiaties are wholly-owned with the exception of the following:

Percent Ownership

Bowater Maritimes Inc, ‘ _ 67%
Calhoun Newsprint Company (“CNC”) 51%
Bowater Mersey Paper Company Ltd. 51%

All significant inter-company transactions and balances have been climinated.

Bowater also has a 40% interest in and is managing partner of an unconsolidated entity, Ponderay Newsprint Company,
which is accounted for using the equity method.

CASH EQUIVALENTS:

Cash equivalents generally consist of direct obligations of the United States and Canadian governments and their agencies,
investment-grade commercial paper and other shost-term investment-grade secutities with original maturities of three
months or less. These investments are stated at cost, which approximates market value.

MARKETABLE SECURITIES:

Marketable securities principally consist of direct obligations of the United States and Canadian governments and their
agencies and other short-term investment-grade securities with original maturities of greater than three months but less than

one yeat. These investments are considered to be held-to-maturity securities and are, therefore, stated at cost, which
approximates market value.

DERIVATIVE FINANCIAL INSTRUMENTS:

Effective January 1, 2001, Bowater adopted Statement of Financial Accounting Standards (“SFAS”) No. 133, “Accounting
for Derivative Instruments and Hedging Activities,” as amended. SFAS 133 establishes accounting and reporting standards
for derivative instruments and hedging activities and requires that we record all derivatives as either assets or liabilities in the
balance sheet at fair value. Thete were no transition amounts recorded upon the adoption of SFAS 133. Changes in the
detivative fair values that are designated effective and qualify as cash flow hedges are deferred and recorded as a component
of “Accumnulated other comprehensive income (Joss)” until the underlying transaction is recorded in earnings. When the
hedged item affects earnings, gains or losses are reclassified from “Accumulated other comprehensive income (loss)” to the
Consolidated Statement of Operations on the same line as the underlying transaction (cost of sales). The ineffective pomon
of a hedging detivative's change in fair value is recognized 1mmed1ate1y in earnings.

Prior to the adoption of SFAS 133, our detivative instruments principally lacked characteristics necessary to qualify as
hedges, therefore, gains and losses from changes in derivative fair values were recognized in the Consolidated Statement of
Operations upon remeasurement at the close of each reporting period. Amounts receivable or payable from derivative
financial instruments would be teported as “Other assets” or “Accounts payable and accrued liabilities” and “Other long-
term liabilities” in the Consolidated Balance Sheet.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

INVENTORIES:

Inventories are stated at the lower of cost or market. Cost is determined by using the average cost and last-in, first-out
(“LIFO”) methods.

TIMBER AND TIMBERLANDS: |

The acquisition cost of land and timber, property taxes, lease payments, site preparation and other costs related to the
planting and growing of timber are capitalized. Capitalization policies are consistent prior to and during harvesting. Such
costs, excluding land, are charged against revenue at the time the timber is harvested, based upon annually determined
depletion rates, and are included in the line titled “Depreciation, amortization and cost of timber harvested” in the
Consolidated Statement of Operations. Depletion rates are determined based on the capitalized costs and the total timber

volume based on the current stage of the growth cycle.
FIXED ASSETS AND DEPRECIATION:

Fixed assets are stated at cost less accumulated depreciation. Depreciation is generally computed on the straight-line basis.
Repairs and maintenance are charged to operations as incurred. Bowater capitalizes interest on borrowings during the
construction period of major capital projects. Capitalized interest is added to the cost of the undetlying assets and is
amortized over the useful lives of the assets. ' ’

IMPAIRMENT OF LONG-LIVED ASSETS AND LONG-LIVED ASSETS TO BE DISPOSED OF:

Bowater accounts for long-lived assets in accordance with the provisions of SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed Of.” This statement requires that long-lived
assets and certain identifiable intangibles be reviewed for impairment whenever events or changes in citcumstances indicate
that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of an asset to undiscounted future net cash flows expected to be generated by the asset.
If such assets ate considered to be impaired, the impairment to be recognized is measured by the amount by which the
carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of the
carrying amount or fair value less cost to sell. . ‘ : :

GOODWILL:

Goodwill, which represents the excess of purchase price over fair value of net assets acquired, is amortized on a straight-
line basis over the expected period to be benefited and does not exceed 40 years. Bowater assesses the recoverability of this
intangible asset by determining whether the amortization of the goodwill balance over its remaining life can be recovered
through undiscounted future net cash flows of the acquired operation. The amount of goodwill impairment, if any, is
measured based on projected discounted future operating cash flows using a discount rate reflecting our average cost of
funds. Bowater recorded goodwill amortization of $23.9 million in 2001, $23.8 million in 2000 and $22.5 million in 1999.
Accumulated amortization of goodwill totaled $80.0 million and $56.1 million at December 31, 2001 and 2000, respectively.

In July 2001, the Financial Accounting Standards Board (“FASB”) issued Statement No. 142, “Goodwill and Other =
Intangible Assets.”” Under Statement No. 142, goodwill and intangible assets with indefinite useful lives will no longer be
amortized, but will be tested for impairment at least on an annual basis in accordance with the provisions of Statement No.
142. Goodwill and intangible assets acquired in business combinations completed before July 1, 2001 will continue to be
amortized prior to the adoption of Statement No. 142, which Bowater adopted on January 1, 2002. As of December 31,
2001, Bowater has unamortized goodwill in the amount of $843.0 million. Effective January 1, 2002, Bowater will no longer
amortize its goodwill. In connection with Statement No. 142’s transitional goodwill impairment evaluation, Bowater will be
required to perform an assessment of whether there is an indication that goodwill is impaired as of the date of adoption. To
accomplish this, Bowater must identify its reporting units and determine the carrying value of each reporting unit by

36




NOTES TO C@NS@LHDA’H’ED FINANCIAL STATEMENTS

assigning the assets and liabilities, including the existing goodwill, to those reporting units as of the date of adoption.
Bowater will then have six months from the date of adoption to determine the fair value of each reporting unit and
compate it to the carrying amount of the reporting unit. Because of the extensive effort needed to perform the transitional
goodwill impairment evaluation, it is not practicable to reasonably estimate the impact of adopting Statement No. 142 on
our financial statements at the date of this report, including whether any transitional impairment losses will be required to
be recognized as the cumulative effect of a change in accounting principle. :

NOTES RECEIVABLE MONETIZATIONS:

In September 2000, the FASB issued SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities. ” Bowater adopted this Standard on April 1, 2001, and accounts for transactions relatmg o
the Standard in accordance with its provisions.

When Bowater monetizes notes receivable, it does so using qualified special purpose entities (“QSPE™) set up in accordance
with SFAS 140. The QSPE is not consolidated with Bowater in Bowater’s financial statements. Bowater records gains or
losses on the monetization of the notes receivable with the QSPE. The amount of the gain or loss is determined based on
the original casrying amount of the notes, allocated between the assets monetized and the retained interests based on its
relative fair value at the date of the monetization. Bowater’s retained interest consists pnnmpally of the excess cash flows
(the difference between the interest received on the notes receivable and the interest paid on the securities issued by the
QSPE to third parties) and a cash reserve account established at inception. Fair values of the retained interest are estimated
based on the present value of future excess cash flows to be received over the life of the notes, using management’s best
estimate of key assumptions, including credit risk and discount rates. The retained interest is included in “Other assets” in
the Consolidated Balance Sheet. Excess cash flows revert back to Bowater on a quarterly or semi-annual basis. The cash
reserve account reverts back to Bowater at the maturity of the investor notes. '

INCOME TAXES:

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets
and liabilides and their respective tax bases and operating loss and tax credit carryforwards. Deferred tax assets and
liabilities are measured using enacted tax rates expected to be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in the Consolidated Statement of Operations in the period that includes the
enactment date. Bowater has not provided income taxes on the undistributed earnings of certain of its subsidiaries, as it has
specific plans for the reinvestment of such earnings.

FOREIGN OPERATIONS:

Financial statements of the majority of Bowater’s Canadian and Korean operations are prepared using the United States
dollar as their functional currency. Translation of the Canadian and Korean operations, as well as gains and losses from
non-United States dollar foreign currency transactions, such as those resulting from the settlement of foreign recejvables or
payables, are reported in the Consolidated Statement of Operations.

Translation of other foreign operations to United States dollars occurs using the current exchange rate for balance sheet
accounts and an average exchange rate for results of operations. Translation gains or losses are recognized as a component
of equity in “Accumulated other comprehensive income (loss).”

STOCK OPTIONS AND OTHER STOCK-BASED COMPENSATION:
Bowater records stock option and other stock-based compensation in accordance with Accounting Principles Board
(“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees.” We also provide pro forma disclosures of stock

option compensation recorded on a fair value basis in accordance with SFAS No. 123, “Accounting for Stock-Based
Compensation.”
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NOTES TO CONSCLIDATED FINANCIAL STATEMENTS

PENSION, SAVINGS AND OTHER POSTRETIREMENT PLANS:

Bowater has contributory and noncontributory pension plans that cover substantially all employees. Our cash contributions
to the plans are sufficient to provide pension benefits to participants and meet the funding requirements of ERISA and
applicable Pension Benefits Acts in Canada. We also sponsor defined benefit health care and life insurance plans for retirees
at certain locations. Net periodic costs ate recognized as employees render the services necessary to earn postretirement

benefits.

In addition to the pension plans, Bowater sponsors savings plans for substantially all employees. Our contributions to these
defined contribution plans are expensed as incurred.

COMPREHENSIVE INCOME:

Comprehensive income, net of tax, consists of net income, foreign cutrency translation adjustments, pension plan
additional minimum liability adjustments and unrealized loss on hedged transactions and is presented in the Consolidated
Statement of Operations. At December 31, 2001, “Accumulated other comprehensive income (loss)” includes $(57.4)
million for pension plan additional minimum liabilities, $(11.1) million for foreign currency translation, $(23.2) million for
unrealized loss on hedged transactions and $30.1 million for taxes. At December 31, 2000, “Accumulated other
comprehensive income (loss)” includes $(16.9) million for pension plan additional minimum liabilities, $(7.8) million for
foreign currency translaticn and $6.7 million for taxes. ‘

+ REVENUE RECOGNITION:

Bowater ships all products directly from its manufacturing sites to a customer’s location or to a customer-designated site. In
accordance with Securities and Exchange Commission’s Staff Accounting Bulletin No. 101 regarding revenue recognition,
we recognize revenue only when all of the following criteria are met: persuasive evidence of an arrangement exists; delivery
has occurred or services have been rendered; the sellet’s price to the buyer is fixed or determinable; and collectibility is
reasonably assured.

DISTRIBUTION COSTS:

In September 2000, the Emerging Issues Task Force (“EITF”) issued EITF No. 00-10, “Accounting for Shipping and
Handling Fees and Costs.” The EITF concluded that all amounts billed to a customer in a sale transaction related to
shipping and handling should be classified as revenue. The EITF also concluded that if costs incurred for shipping and
handling are significant and are not included in cost of sales, a company should disclose both the amount of such costs and
the line item on the income statement that includes these costs. Bowater’s shipping and handling costs are classified as
distribution costs and presented separately on the consolidated statement of operations.

BASIC AND DILUTED EARNINGS PER SHARE:

Basic earnings per common share is calculated assuming no dilution. Diluted earnings per common share is computed using
the weighted average number of outstanding common shares, including Exchangeable Shares, adjusted for the incremental
shares attributed to dilutive common share equivalents (stock options).

ENVIRONMENTAL COSTS:

Boweater expenses environmental costs related to existing conditions resulting from past or current operations and from
which no current or future benefit is discernible. Expenditures that extend the life of the related property are capitalized.

We determine our liability on a site-by-site basis and record a liability at the time it is probable and can be reasonably
estimated.
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USE OF ESTIMATES:

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions. These estimates and assumptions affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements.
In addition, they affect the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from these estimates and assumptions.

RECLASSIFICATIONS:

Certain prior-year amounts in the financial statements and the notes have been reclassified to conform to the 2001
presentation.

Note 2. Business Acquisitions

The following table summarizes our business acquisitions during the past two years. The cash payments listed are net of
cash acquired and include fees and expenses.

(In miltions) 2001 2000
Acquisition of Alliance Forest Products Inc. $ (265.8) $ —~
Acquisition of Newsprint South, Inc. - (382.2)
Investment in PaperExchange.com - 3.1
Investment in Canadian sawmills (5.8) 4.7

$ (271.8) 3 (390.0)

On April 1, 2001, Bowater signed a definitive agreement to acquire all of the outstanding stock of Alliance for C$13.00 in
cash plus .166 shares of Bowater Common Stock or Exchangeable Shares for each Alliance common share. The Alliance
acquisition was completed on September 24, 2001. The results of Alliance’s operations have been included in the
Consolidated Financial Statements since September 24, 2001. Following the acquisition, Bowater changed Alliance’s name
to Bowater Canadian Forest Products Inc. Alliance was an integrated company specializing in timber harvesting and forest
management, as well as the production and sale of newsprint, uncoated specialty paper, pulp, lumber and related products.
Alliance had operations in Canada and the United States. The acquisition added two modern, low-cost supercalendered and
specialty paper mills in Quebec, enabling Bowater to offer a full spectrum of groundwood paper grades. Also, a strategically
located mill in Alabama, which has been recently modernized to produce 100% recycled newsprint, enhances Bowatet's
customer segvice capabilities. Alliance's extensive sawmill system and approximately 18.0 million acres of cutting rights
support Bowater's expanded operations.

The aggregate purchase price to Alliance shareholders was $485.9 million. The acquisition was financed through a $500.0
million Bridge Credit Agreement dated July 2, 2001. The borrowings under this facility matured on November 6, 2001 (see
Note 12). As of September 24, 2001, the closing date of the transaction, Alliance had a total of approximately 30.3 million
outstanding shares. Using the exchange ratio of .166, the 30.3 million Alliance shares resulted in the issuance of 4,179,626
shares of Bowater Common Stock ($1.00 par value) and 856,237 shares of Bowater Exchangeable Shares (no par value) for
the equity consideration of $234.9 million and approximately $251.0 million in cash for the cash portion. Bowater shares
were valued at $46.65 per share of Bowater Common Stock or Exchangeable Shares, which represents a six-day average
(three trading days prior to April 1, 2001, the date of the definitive agreement, and three trading days after). Transaction
costs of the acquisition were approximately $14.8 million and payments to Alliance for settlement of stock options wete
approximately $8.1 million.

The acquisition was accounted for using the purchase method of accounting in accordance with Financial Accounting
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

- Standards No. 141, “Business Combinations,” whereby the total cost of the acquisition has been allocated to the tangible
and intangible assets acquired and liabilities assumed based upon their respective fair values at the effective date of the

- acquisition, September 24, 2001. The excess of the estimated fair value of the net assets purchased over the putchase price
was approximately $90.5 million. The purchase price is preliminary and subject to adjustment. The following table
summarizes the purchase price allocation based on preliminary fair values of the assets acquired and liabilities assumed.
Independent appraisals and actuarial valuations are being conducted and final allocations will be made upon completion.

As of September 24, 2001
$ 4859
14.8
8.1
$ 5088

(In millions)
Purchase price to shareholders

Transacidon costs
Payments to Alliance for settlement of stock options

Total purchase price

§ 2106
900.3

6.9
1,117.8

Current assets
Fixed assets, net
Other assets
Total assets acquired

243.9
198.4
166.7
609.0

Current liabilities

Long-term debt

Other long-term liabilides
Total liabilities assumed

Net assets acquired § 508.8

In October 2001, Bowater announced its decision to permanently close a 85,000 metric ton per year high cost newsprint
machine at the recently acquired Coosa Pines, Alabama mill by January 31, 2002. In connection with the closure of this
machine and other equipment at the mill, Bowater will eliminate approximately 400 jobs, or about 40% of the mill’s
workforce. Bowater recorded liabilities of $13.0 million related to employee termination costs at Coosa Pines. In addition to
the above, we are continuing to assess the economic viability of our sawmills for possible future permanent closures.

In August 2000, Bowater completed its acquisition of Newsprint South, Inc., (the Grenada mill) in Grenada, Mississippi.
The total purchase price, including assumed debt of $8.8 million (fair market value of $7.9 million), amounted to $382.2
million. We accounted for the transaction using the purchase method of accounting. Accordingly, the assets and Liabilities
of the acquired business were included in the Consolidated Balance Sheet, and the operating results were included in the
Consolidated Statement of Operations beginning August 2000. The goodwill purchased with the Grenada Operation of
$20.3 million is being amortized on a straight-line basis over 20 years. Effective January 1, 2002, Bowater will no longer
amortize its goodwill. '

The purchase price of Newsprint South, Inc. of $382.2 million was allocated as follows:

(In millions) 2000
Current assets $ 216
Timber and timberlands ) 1.5
Fixed assets 357.5
Goodwill 20.3
Current liabilities (10.8)
Long-term debt : (7.9)

$ 3822

The following summarized unaudited pro forma financial information assumes the Alliance and Newsprint South
acquisitions had occurred on January 1 of each of the periods presented. The summarized unaudited pro forma financial
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information does not purport to represent what the results of operations or financial position of Bowater would actually
have been if the acquisitions had in fact occurred on the assumed dates, and we do not project the results of operations or
financial position of Bowater for any future date or period. The selected summarized unaudited pro forma financial
inforination does not reflect the cost savings and operating synergies Bowater expects to realize in connection with the
acquisitions.

(In millions) : 2001 2000
Sales $ 3,041.0 % 33710
Net income 84.9 137.3
Diluted earnings per share ' : 1,49 . 2.37

In the fourth quarter of 2001, Bowater made an investment of $5.8 million for a 30% interest in 2 Canadian sawmill, which
is accounted for using the equity method of accounting.

In November 2000, Bowater acquired the Ignace Sawmill, located in northern Ontatio, for $4.7 million. We also invested
$3.1 million in PaperExchange.com, a global e-business marketplace for the pulp and paper industry, allowing us to offer
newsprint for sale over the Internet. As of December 31, 2001, we had written-off the $3.1 million investment in
PaperExchange.com.

Nocee 3. Business Dispositions

In August 1999, we sold Great Northern Paper, Inc. (“GNP”) to Inexcon Maine, Inc. (“Inexcon”) for $250.0 million. The
proceeds consisted of cash of $108.0 million (net of expenses), 2 note receivable of $10.0 million and the assumption of
certain employee-related liabilities totaling $130.0 million. We recorded a pre-tax loss of $47.1 million. The note receivable
plus accrued interest was payable in full one year from date of the sale.

- In December 2000, Inexcon asserted certain claims against Bowater for indemnification pursuant to the purchase
agreement between Inexcon and Bowater. In April 2001, Bowater reached a final settlement of certain matters regarding the
sale of GNP to Inexcon. As a result, we recognized a pre-tax charge of $5.7 million, or $0.07 per diluted share after tax, in
the first quarter of 2001.

The following table shows GNP’s sales and operating loss included in the Consolidated Statement of Operations for the 12
months ended December 31, 1999:

(In millions) ' 1999
Sales — including internal sales . $ 249.7
Operating loss @ ‘ : - : $ (11.4)

(1) GNP’s operating loss of $11.4 million excludes asset impairment charges of $92.0 million and gains from timberland sales
totaling $253.7 million in 1999.

Note 4. Impairment of Assets

During the second quarter of 1999, we signed an agreement with Inexcon for the sale of GNP. This agreement prompted
an evaluation of all the assets at GNP in accordance with SFAS No. 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of.” Based on the proposed sale, the assets were written down to fair
value, and we recorded a pre-tax impairment charge of $92.0 million.
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Note 5. Net Gain on Sale of Assets

(In millions) ‘ 2001 2000 1999
Gain on sale of timberlands $ 1734 $ 41 $ 2725
Gain (loss) on sale of fixed assets 6.7 3.2 -
Loss on sale of GNP L= - (47.1)
$ 167.7 $ 73 $ 2254

During 2001, Bowater sold approximately 160,275 acres of owned or leased timberlands for aggregate consideration of
$131.0 million, which includes cash of $15.2 million and notes receivable of $115.8 million. As a result, we recotded a pre-
tax gain of $88.9 million. Also in 2001, we monetized the notes receivable in connection with a 1999 land sale and
recognized a net pre-tax gain of $84.5 million.

Regarding the 1999 land sale, CNC, a majority-owned subsidiary of Bowater, sold approximately 140,000 acres of
timberlands in North Carolina and South Carolina for proceeds of $173.2 million (before expenses of $1.1 million). CNC
received $26.2 million in cash and $145.9 million, consisting of two notes receivable. We recorded the transaction as an
installment sale and as of December 31, 1999, recorded a pre-tax gain of $17.4 million and had remaining deferred pre-tax
gains of approximately $95.0 million. :

In the second quarter of 2001, CNC monetized the $145.9 million notes receivable through a bankruptcy-remote limited
liability company for net cash proceeds of §122.6 million, met the requirements for full accrual, and recorded a net pre-tax
gain of $84.5 million. As a result of the monetization, a dividend of $60.1 million was paid to the minority shareholder of
CNC during the second quarter of 2001.

©  The bankruptcy-remote subsidiary is a QSPE under SFAS 140 and is not consolidated in Bowater’s or CNC’s financial
statements.

©  This QSPE issued fixed and floating rate senior secured notes totaling $125.7 million, which are secured by the notes
receivable held by the QSPE. The value of these senior secured notes is equal to approximately 90% of the value of the
notes receivable. The full principal amount of the notes receivable is backed by letters of credit issued by a third party
financial institution. ‘

©  Bowater retains an interest in the excess future cash flows of the QSPE (cash received from notes receivable vs. cash
paid out on the senior secured notes). The retained interest totaling $12.5 million at December 31, 2001, is included in
“Other assets” in the Consolidated Balance Sheet. The principal variable in determining the fair value of future
expected excess cash flows of the retained interest is the discount rate, as it consists of two individual notes with 2 low
level of credit risk, contractually due in 13.5 years and not subject to prepayment. The discount rates used for the two
individual notes wete 7.36% and LIBOR plus 0.89.

o The $84.5 million net pre-tax gain was comptrised of the deferred pre-tax gain on the 1999 timberland sale of $95.0
million offset by a loss on the 2001 monetization of the notes receivable of $10.5 million. The $10.5 million loss on the
monetized notes receivable was the difference in the original carrying amount of the notes receivable (allocated
between the assets monetized and the retained interests) and the fair value at the date of the monetization.

In the fourth quarter of 2001, Bowater completed the sale of approximately 147,000 actes of owned or leased timberland in

North Carolina, South Carolina, Georgia and Tennessee, for aggregate consideration of $121.6 million, to two purchasers in

sepatate transactions. We received $5.6 million in cash after expenses, and $115.8 million in two sepatate notes. In the

fourth quarter of 2001, we monetized the two separate notes receivable of $115.8 million for net cash proceeds of $102.6

million and recorded a net pre-tax gain of $79.5 million.

©  The notes receivable were monetized through bankruptcy-remote limited liability companies. The bankruptcy-temote
subsidiaries are QSPEs under SFAS 140 and are not consolidated in Bowater’s financial statements.

©  These QSPEs have issued fixed and floating rate senior secured notes totaling $104.2 million, which are secured by the
notes receivable held by the QSPEs. The value of these senior secured notes are equal to approximately 90% of the
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value of the notes receivable. The full principal amount of the notes receivable is backed by letters of credit issued by a
‘third party financial institution.

e  Bowater retains an interest in the excess future cash flows of the QSPEs (cash received from notes receivable vs. cash
paid out on the senior secured notes). The retained interest of $14.2 million at December 31, 2001, is included in
“Other assets” in the Consolidated Balance Sheet. The principal variable in determining the fair value of future
expected excess cash flows of the retained interest is the discount rate, as it consists of two individual notes with a low
level of credit risk, contractually due in 15 years and not subject to prepayment. The discount rates used for the two
individual notes were LIBOR plus .95% and 6.95%, respectively.

® We recorded a2 $0.9 million gain on the monetization of the notes receivable, which was based on the difference in the
original carrying amount of the notes (allocated between the assets monetized and the retained mterests) and the fair
value at the date of the monetization.

~ o At December 31, 2001, we have deferred revenue of approximately $8.3 million for certain leased acreage and have

approximately $3 2 million in related capitalized leasehold costs. The remaining net deferred gain of $5.1 million will be

recognized as income during 2002.

We also received cash proceeds of $9.6 million for other timberland sales in 2001, resulting pre-tax gains of $8.5 million.

During 2000, Bowater sold approximately 6,900 acres of timbeslands in the southeastern United States for gross proceeds
of $4.7 million. We recorded a pre-tax gain of $4.1 million. During the first quarter of 2000, we sold fixed assets resulting in
a pre-tax gain of $3.2 million.

In the first quarter of 1999, we sold approximately 981,000 acres of timberlands and a sawmill in Maine for cash proceeds
of $216.5 million. We recorded a pre-tax gain of $145.4 million. '

In the second quarter of 1999, we sold approximately 650,000 acres of timbetlands in Maine for gross proceeds of $150.0
million. We recorded a pre-tax gain of $108.3 million. As part of the sale, $56.0 million of proceeds were received in the
form of a long-term note receivable. This note receivable was monetized through a QSPE for cash proceeds of
approximately $51.0 million. Netted in the gain above is 2 $3.7 million loss based on the present value of discounted future
cash flows of our residual interest in the QSPE. Our remaining interest in the QSPE was $2.9 million based on discounted
future cash flows. We have also guaranteed a portion of the debt of the QSPE totaling approximately $11.7 million. This
guarantee represents 25% of the outstanding debt and is reduced annually by approximately $0.5 million based on annual
principal repayments of $2.0 million through 2008. The remaining QSPE debt is to be repaid in 2009. The remaining
interest of $3.1 million at December 31, 2001, is included in “Other assets” in the Consolidated Balance Sheet.

In August 1999, we sold GNP for $250.0 million. We recorded a pre-tax loss of $47.1 million. Details concerning the sale
of GNP are included in Note 3. “Business Dispositions.”

Note 6. Other Expense (Income)

Other expense (income) includes non-operating items. The breakdown of the components of “Other, net” in the
Consolidated Statement of Cperations for the three years ended December 31, 2001, 2000 and 1999 is as follows:

(It riilions) ' 2001 2000 1999
Foreign exchange (gain) loss $ (5.9 $ 39 $ (334
(Income) loss from joint venture _ 19 | 0.4 2.5
Other ©.2) 0.2 0.1

$ 8.0) $ 45 $ (30.8)
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Note 7. Earnings Per Share

Basic earnings per common share is calculated assuming no dilution. Diluted earnings per share reflects the potential
dilution that could occur if securities or other contracts to issue Common Stock were exercised ot converted into Common
Stock. The reconciliation between basic and diluted earnings per common share for “Net income” is as follows:

(In millions, exvept per-share amounts) . 2001 2000

Basic computation: :
Net income ‘ 73.2 $ 1594
Less:
Series C preferred stock dividends
Series C preferred stock deferred issuance costs
Basic income available to common shareholders

Basic weighted average shares outstanding

Basic earnings per common share

Diluted computation:

Basic income available to common shareholders $ 732 $ 1594 $§ 776
Effect of dilutive securities - - -
Diluted income available to common shateholders $ 732 $ 1594 ¥ 776
Basic weighted average shares outstanding 53.0 523 54.2
Effect of dilutive securities: - :

Options 0.3 0.5 - 08
Diluted weighted average shares outstanding 53.3 52.8 55.0
Diluted earnings per common share $ 137 $ 302 $ 1.41

The dilutive effect of options outstanding is computed using the treasury stock method.

Note 8. Inventories

(In millions) 2001 2000
At lower of cost or market:
Raw materials $§ 691 $ 393
Wortk in process ‘ 10.4 2.8
Finished goods 68.9 44.1
Mill stores and other supplies 111.3 840
' 259.7 170.2
Excess of current cost over LIFO inventory value (9.2) (8.3)
$ 250.5 $ 1619

Inventories valued using the LIFO method comprised 5.8% and 14.3% of total inventories at December 31, 2001 and 2000,
respectively. :
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Noze 9. Fixed Assets
Range of Estimated
(In millions) Useful Lives in Years 2001 2000
Land and Jand improvements 10-20 $ 48.7 $ 37.6
Buildings 20-40 380.7 317.0
Machinery and equipment 5-20 5,400.0 4,373.2
Leasehold improvements 10-26 4.8 32
Construction in progress 139.8 185.8
5,974.0 4,916.8
Less accumulated depreciation and amortization 2,155.6 1,935.7
$ 3,8184 § 29811
Noze 10. Accounts Payable and Accrued Liabilities
(In millions) 2001 2000
Trade accounts payable $ 2391 $  169.7
Payroll, bonuses and severance 56.7 481
Accrued interest 29.6 29.4
Employee benefits 12.7 » 7.6
Acquisition/divestiture-related Liabilides (See Note 11) 19.1 39
Unrealized losses on hedging contracts 19.1 5.6
"Property and franchise taxes payable 16.0 13.1
Other - 45.6 373
$ 4379 $ 3147

Note 11. Acquisition/Divestiture-Related Liabilities
Alliance Acquisition

In connection with the Alliance acquisition, Bowater recorded employee termination costs of approximately $17.0 million,
which includes the approximately $13.0 million employee termination costs recorded in connection with the permanent
closing of the Coosa Pines newsprint machine. Of this amount approximately $1.4 million was paid out in the fourth
quarter of 2001, and $15.5 million (net of exchange loss of $0.1) is expected to be paid out during 2002. The remaining
accrual, $15.5 million, is included in “Accounts payable and accrued liabilities,” in the Consolidated Balance Sheet.

Avenor Acquisition

In connection with the acquisition of Avenor during the third quarter of 1998, Bowater recorded merger-related liabilities
totaling $17.8 million. These liabilities consisted primarily of Avenor employee termination costs, Avenor facility closures
and Avenor lease commitments.

Also in the third quarter of 1998, we recorded liabilities of $65.0 million for the closure of our Gold River pulp mill
(acquired as part of the Avenor acquisition). Of this 1998 recorded amount, $15.0 million was for environmental
obligations, with the balance covering asset write-off and employee termination costs.

During the fourth quarter of 1998, in conjunction with the sale of our Dryden white paper mill (acquired as part of the

Avenor acquisition), liabilities totaling $14.8 million were recorded to cover employee termination costs and other costs that
we retained as part of the sales agreement.
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The total amount of Avenor acquisition/divestiture-telated liabilities of $97.6 million was recorded as part of the cost of the
acquisition.

During 2000, we netted $2.8 million of our asset impairment reserve against the related assets of the Gold River pulp mill.
As of December 31, 2001, the remaining accrual for the Avenor acquisition/divestiture-related liabilities is $16.4 million. Of
this remaining accrual, $3.6 million is included in “Accounts payable and accrued liabilities,” and $12.8 million is included in
“Other long-term liabilities” in the Consolidated Balance Sheet. The cash requirements related to these liabilities are
expected to be $3.6 million in 2002 and $12.8 million in 2003 and beyond.

The following tables summarize the activity for the liabilities described above:

VWeite-offs & Increase
_ Balance, Reclassificaion Payments Against  (Decrease) Foreign Balance,
(In millions) 12/31/00 Adjustments Reserve Reserve Exchange 12/31/01

Employee termination costs $ $ )] $ 170 $ O $ 155
Facility closures . (0.4 - 0.2) ' 3.2
Environmental 0.2) ' - (0.6) 132

2.0) 0.9) 319

Write-offs & Increase
Balance, Reclassification Payments Against  (Decrease) Foreign Balance,
(In millions) 12/31/99 Adjustments Reserve Reserve Exchange 12/31/00
Employee termination costs $ 33 $ - $ 3.2) 5 - § (0D 8 -
Facility closures 39 0.4 0.4) - 0.1) 3.8
Asset impairments/disposals 3.6 2.8 0.7 - (0.1 -
Environmental 15.2 0.4 24 21 0.5) 14.0

$ 260 $ (28 s 67§ 21 $ (08 § 178

Write-offs & Increase .
Balance, Reclassification Payments Against  (Decrease) Foreign Balance,
(In millions) 12/31/98 Adjustments Reserve Reserve Exchange 12/31/99
Employee termination costs $ 30.5 $ 2.7) $ (22.6) $ (3.7 $ 1.8 $ 33
Facility closures 5.2 (1.1) 0.5 - 0.3 39
Asset impairments/disposals 8.1 - (4.8) - 0.3 3.6
Environmental 15.7 - (3.8 2.5 0.8 15.2
$ 59.5 $ (3.8) $ (31.7) $ 1.2 $ 32 $ 26.0
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Note 12. Long-Term and Shore-Term Debr

Long-term debt, net of current installments:

{In millions) 2001 2000
Unsecured:
7.95% Notes due 2011 net of unamortized original discount of $1.9 in 2001 $ 598.1 $ -
9.00% Debentures due 2009 250.0 250.0
9.38% Debentures due 2021, net of unamortized original discount of $0.9 in 2001 and $0.9 in
2000 ‘ . 199.0 199.0
10.62% Notes due 2010 124.2 126.5
10.50% Notes due at various dates from 2003 to 2010 : 102.0 112.0
9.50% Debentures due in 2012, net of unamortized original discount of $0.2 in 2001 and $0.3
in 2000 124.7 124.7
10.85% Debentures due 2014 199.5 115.7
9.25% Debentures due 2002 - 61.7
10.60% Notes due 2011 89.6 91.0
7.75% recycling facilities revenue bonds due 2022 62.0 62.0
7.40% recycling facilities revenue bonds due 2022 ' 39.5 395
7.62% recycling facilities revenue bonds due 2016 30.0 30.0
10.26% Notes due at various dates from 2002 to 2011 24.6 259
Pollution control revenue bonds due at various dates from 2006 to 2010 with interest at
varying rates from 6.85% to 7.62% 13.4 134
Industrial revenue bonds due 2029 with interest at floating rates ' 33.5 33.5
Non-interest bearing loan with Government of Quebec 9.2 -
Non-interest bearing Notes due 2003 0.3 -
10.25% Debentures due 2003 7.4 7.4
UDAG loan agreement due 2010 with interest rates varying from 5% to 6.5% 7.3 7.7
11.00% Subordinated debt due 2003 3.7 3.7
$ 1,828.0 $ 1,304.7
Long-term debt maturities for the next five yeats are as follows:
Amount
Year Balance Sheet Classification (In millions)
2002 Current installments of long-term debt $ 730
2003 Long-term debt, net of current installments 239
2004 Long-term debt, net of current installments 12.9
2005 Long-term debt, net of current installments 13.6
2006 Long-term debt, net of current installments 20.5

Total debt includes $102.3 million at December 31, 2001 and $113.2 million at December 31, 2000, due to the revaluation
of the debt balances acquired with the purchase of the Newsprint South paper mill in August 2000, and the acquisition of

Avenor in July 1998.

On November 6, 2001, Bowater’s wholly-owned subsidiary, Bowater Canada Finance Corporation, sold in a private

placement with registration rights $600 million of its 7.95% Notes due 2011, which are fully and unconditonally guaranteed

by Bowater Incorporated. The Notes were issued at a discount of $1.9 million. The Notes mature on November 15,

Interest is payable at 7.95% on May 15 and November 15 of each year, beginning on May 15, 2002. We received net
proceeds from the sale of the Notes of approximately $585.2 million, which were net of the discount of $1.9 million,
deferred financing fees of $4.4 million and cash paid of $8.5 million on maturity of treasury lock derivative instrument. The
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discount and deferred financing fees are being amortized over the life of the Notes. The proceeds were used to repay in
their entirety all amounts outstanding under the $500 million Bridge Credit Agreement and the balance applied to 2mounts
outstanding under our 364-day and five-year credit facilities. The Bridge Credit Agreement was used to finance the cash
portion of the purchase price of the Alliance acquisition and the repayment of Alliance’s outstanding debt. In January 2002,
Bowater completed a registered offering to exchange the Notes issued in the private placement for new, freely-tradeable
notes with substantially identical terms.

In 2001, Bowater decreased the amount of its 364-day credit facility from $750.0 million to $450.0 million, while retaining
its $350.0 million, five-year facility. Borrowings under these facilities incur interest based, at our option, on specified market
interest rates plus a margin tied to the credit rating of our long-term debt. At December 31, 2001, $50.3 million (at 2.5%)
was outstanding under the $450.0 million facility, $291.0 million (at 2.5%) was outstanding under the $350.0 million facility, -
and $0.4 million (at 2.8%) was outstanding under 2n operating line of credit. In October 2001, Bowater’s wholly-owned
subsidiary, Bowater Pulp and Paper Canada Inc. (“BPPCI”), opened a new $100 million, 364-day facility. No amounts were
outstanding at December 31, 2001 under this $100.0 million credit facility. There were standby letters of credit of $15.8
million outstanding under the $100.0 million BPPCI credit facility. At December 31, 2000, $220.0 million (at 7.3%) was
outstanding under the $750.0 million facility, $262.8 million (at 7.6%) was outstanding under the $350.0 million facility, and
$2.2 million was outstanding under an operating line of credit.

In January 2000, we repaid $19.8 million of our 9.25% Debentures due 2002. The cash price paid was $20.8 million,
including premium and accrued interest. The principal amount was included on the line titled “Current installments of long-
term debt” in the Consolidated Balance Sheet at December 1999. In December 1999, we repaid §13.3 million of the same
issue. The cash price paid was $13.9 million, including premium and accrued interest.

During 2000 and 1999, Bowater received proceeds totaling $33.5 million from revenue bonds issued by the Industrial
Development Board of the County of McMinn, Tennessee, in conjunction with the modetnization of our Calhoun,
Tennessee newsprint facility. The bonds are variable rate (1.7% at December 31, 2001 and 5.0% at December 31, 2000) and
mature in June 2029. Bowater has a standby letter of credit of $34.8 million (principal and interest) outstanding at
December 31, 2001, related to the industrial revenue bonds.

Our credit facilities contain various covenants including requirements to maintain adequate net worth and compliance with a
required ratio of total debt to total capital as defined in the credit facilities. These credit facilities require us to maintain a
minimum consolidated net worth (generally defined in the credit facilities as common shareholders' equity plus any outstanding
preferred stock) of $1.72 billion as of December 31, 2001. In addition, the agreement imposes a maximum 60% ratio of total
debt to total capital (defined in the agreement as total debt plus net worth). At December 31, 2001, our consolidated net worth
was $2.0 billion, and our ratio of total debt to total capital was 52.6% calculated according to our credit facilities guidelines.

Bowater guarantees certain payments of debt related to its unconsolidated entities. The total amount was $61.7 million at
December 31, 2001.

Note 13, Financial Instnunents

Bowater utilizes certain derivative instruments to enhance its ability to manage risk relating to cash flow exposuze.
Detivative instruments are entered into for periods consistent with related undetlying cash flow exposures and do not
constitute positions independent of those positions. We do not enter into contracts for speculative purposes; however, we
do have commodity and cusrency option contracts that are not accounted for as accounting hedges. On the earlier of the
date into which the derivative contract is entered or the date of transition, we designate the derivative as a cash flow hedge.

A significant portion of our operating expenses are paid in Canadian dollars at our Canadian mill sites in Thunder Bay and
Gatineau. To reduce our exposure to differences in the United States and Canadian dollar exchange rate fluctuations, we
enter into and designate Canadian dollar forward contracts to hedge certain of our forecasted Canadian dollar cash outflows
at the Canadian mill operations. :

During 2001, we recorded the change in value related to cash flow hedges amounting to a loss of $32.1 million (§19.9

million, after tax) in “Accumulated other comprehensive income (loss).” Of this amount, $8.9 million ($5.5 million, after
tax) was reclassified from “Accumulated other comprehensive income (loss)” to earnings, which was offset by net gains on
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the items being hedged. During 2001, amounts that related to the ineffectiveness of our hedging instruments were
insignificant. This change in the time value of the contracts is reported in earnings as exchange gain (loss) and amounted to
2 loss of $3.7 million (32.3 million, after tax) in 2001, We expect to reclassify a $17.7 million loss (811.0 million, after-tax)
from “Accumulated other comprehensive income (loss)” to earnings during the next twelve months as the hedged items
affect earnings.

We formally document all relationships between hedging instruments and hedged items, as well as our risk-management
objectives and strategies for undertaking various hedge transactdons. We link all hedges that are designated as cash flow
hedges to forecasted transactions. The maximum time period we have hedged transactions is two years. We also assess,
both at the inception of the hedge and on an on-going basis, whether the derivatives that are used in hedging transactions
are highly effective in offsetting changes in cash flows of hedged items. When it is determined that a derivative is not highly
effective as a hedge, we discontinue hedge accounting prospectively.

"The carrying amounts of our short-term financial assets and liabilities (excluding derivatives) approximate fair value. We
estimate the fair value of our long-term debt using rates currently available for debt with similar terms and remaining
maturities. The fair value of derivative financial instruments is based on cutrent termination values or quoted market prices
of comparable contracts.

Information regarding our Canadian dollar contracts’ notional amount, carrying value, fair market value, and range of
exchange rates of the contracts and long term debt is summarized in the table below. The notional amount of these
contracts represents the amount of foreign currencies to be purchased or sold at maturity and does not represent our
exposure on these contracts.

Notional Net Asset (Liability) Range Of
Amount of Carrying Fair U.8.$/CDN$
December 31, 2001 (in millions) Derivatives Amount Market Value  Exchange Rates
Foreign Cutrency Exchange Agreements
Buy Currency:
Canadian dollar
Due in 2002 $ 383.4 $ (18.4) $ (18.4) 6745 - 6266
Due in 2003 286.6 (6.9 _(6.9) 6560 - .6245
§ 6700 $ (24.8) $ {24.8)
Long-term debt $  (1,9009) $  (1,905.4)
Notional Net Asset (Liability) Range Of
Amount of Carrying Fair U.S.$/CDN$
December 31, 2000 (in millions) Derivatves Amount Market Value Exchange Rates
Foreign Currency Exchange Agreements
Buy Currency:
Canadian dollar
Due in 2001 '$ 363.0 $ (2.7) $ @7 .6706 - .6400
Due in 2002 85.0 1.2 1.2 .6745 - .6346
§ 4480 $ (L.5) 3 (1.5)
Long-term debt $ (1,446 $ (1,468.1)

We also enter into certain commodity forward contracts that are not designated as accounting hedges. These derivative
instruments are primarily intended to reduce volatility of prices for old newsprint and magazines. During 2001, an after tax
loss of $0.8 million was recognized in earnings relating to these derivatives. At December 31, 2001, all commodity forward
contracts had matured.
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In May 2001, in connection with the then-pending acquisition of Alliance by Bowater, we entered into Canadian dollar
option contracts with notional amounts of $250.0 million to economically hedge the Canadian dollar cash portion of the
purchase price to be paid to the shareholders. We paid premiums of $1.5 million on the Canadian dollar option contracts
and settled these contracts in July and September 2001, for pre-tax losses of approximately $1.2 million.

In October 2001, in connection with the forecasted issuance of the $600 million ten-year notes issued in a private
placement on November 6, 2001 (see Note 12), Bowater entered into a treasury lock derivative designated as a cash flow
hedge. The treasury lock detivative was entered into in order to hedge the exposure to the variability in cash flows for the
future semi-annual interest payments related to the interest rate risk duting the period October until the date of the ptivate
placement. The treasury lock was settled on November 6, 2001, for $8.5 million. At December 31, 2001, $8.3 million was
deferred in “Other assets” on the Consolidated Balance Sheet and is being amortized to interest expense over the cash
interest payments, Interest expense of $0.2 million was recorded for 2001 in the Consolidated Statement of Operations.

Approximately $78.3 million of the our long-term debt is denominated in Canadian dollars. In order to reduce our exposure
to exchange rate fluctuations, we enter into Canadian dollar forward contracts with notional amounts of approximately
$100 million. These economic hedge contracts are marked to market through earnings. The contracts are settled quarterly
and gains or losses are included in “Other, net” in our Consolidated Statement of Operations. These economic hedge
contracts were not outstanding at December 31, 2001. We recorded losses of approximately $2.3 million for 2001 in the
Consolidated Statement of Operations as a result of these economic hedge contracts.

Additionally, in connection with the Alliance acquisition, Alliance had Canadian dollar range forward contracts in place to
reduce the exposure to differences in the United States and Canadian dollar exchange rate as the majority of Alliance’s sales
wete sold into the United States and denominated in United States dollars. These Canadian doliar range forward contracts
are not accounted for as accounting hedges under SFAS No. 133. Changes in the derivatives fair values are immediately
recognized in earnings and included in “Other, net” in our Consolidated Statement of Operations. At December 31, 2001,
we had Canadian dollar range forward contracts with notional amounts due in 2002 and 2003 of $131.0 and $124.0,
respectively. The fair value (liability) of the Canadian dollar forward contracts at December 31, 2001, was $0.8 million. We
recorded losses of approximately $0.3 million for 2001 in the Consolidated Statement of Operations as a result of these
Canadian dollar forward contracts.

The counterparties to our derivative financial instruments are substantial and creditworthy multi-national financial
institutions. Therefore, the risk of counterparty nonperformance is considered to be remote.

Note 14. Pension and Other Nonpension Postretirement Benefits

Bowater has multiple defined benefit pension plans and other nonpension postretirement plans (the “Plans™) coveting
substantially all employees. Benefits are based on years of service and, depending on the Plan, average compensation earned
by employees either during their last years of employment or over their careers.

The following tables include both foreign and domestic Plans at December 31, 2001 and 2000. The benefit obligations of

the Plans outside the United States are significant relative to the total benefit obligation; however, the assumptions used to
measure the obligations of those Plans are not significantly different from those used for the United States Plans.
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Pension Plans

Other Postretirement Plans

(In millions) 2601 2000 2001 2000
Change in benefit obligation:
Benefit obligadon at beginning of year $ 1,203.8 $1,218.9 $ 1073 $ 898
Acquisition 151.8 6.5 38.3 -
Service cost 24.3 21.7 1.7 14
Interest cost 86.5 82.9 8.0 6.2
Amendments 34 - 6.3 0.8
Special termination benefits - 1.7 - -
Actuarial (gain) loss 370 (37.6) 38.6 16.3
Pardcipant contributions 5.2 5.2 2.3 0.3
Curtailment (gain) loss ©.2) - - -
Benefits paid (85.2) (89.6) 8.1 (7.2)
Effect of foreign currency exchange rate changes (19.1) (5.9) 2.5) (0.3)
Benefit obligation at end of year ‘ 1,407.5 1,203.8 185.9 107.3
Change in Plan assets:
Fair value of Plan assets at beginning of year 1,281.3 1,198.9 - -
Acquisition 85.6 6.3 - -
Actual return on Plan assets (136.2) 149.6 - -
Employer contributions 10.3 16.8 5.8 6.9
Participant contributions 5.2 5.2 2.3 0.3
Benefits paid (85.2) (89.6) (8.1) (7 2)
Effect of foreign currency exchange rate changes (17.9) (5.9 -
Fair value of Plan assets at end of year 1,143.1 1,281.3 - -
Reconciliation of funded status:
Funded status excess (deficiency) (264.4) 77.5 (185.9) (107.3)
Unrecognized actuarial (gain) loss 193.5 (91.5) 58.2 19.7
Unrecognized transition amount (11 0) (1.5) - -
Unrecognized prior service cost 1.4 1.9 2.0
Net liability recognized (67 6) (14.1) (125.8) (85.6)
Amounts recognized in the Consolidated Balance Sheet-
consist of:
Prepaid benefit cost 50.4 514 - =
Accrued benefit liability (£78. 11) (83.5) (125.8) (85.6)
Intangible asset 2.7 1.1 - -
Accumulated other comprehensive loss 57.4 16.9 - —
Net liability recognrzed $ (67.6) $ (141 $ (125.8) § (85.6)
Weighted average assumptons: ' :
Discount rate 6.9% 7.2% 6.9% 7.2%
Expected return on Plan assets 2.0% 9.2% - -
Rate of compensation increase 3.9% 4.2% 3.9% 4.2%
Pension Plans Other Postretirement Plans
(In millions) 2001 2000 1999 2001 2000 1999
Components of net periodic benefit cost:
Service cost, net of employee contributions $ 243 $ 217 § 238 $ 1.7 $§ 14 8§ 29
Interest cost 86.5 82.9 78.8 8.0 6.2 9.5
Expected return on Plan assets (120.7) (105.3) (100.2) - - -
Amortization of transition amount 0.5) (3.4) (34 - - -
Amortization of prior service cost 0.5 0.2 0.5 0.4 0.1 0.2
Recognized net actuarial loss 2.1 2.9 4.9 0.3 0.1 0.6
Curtailment and special termination benefits (0.2) 1.7 27.3 - - —
Net periodic benefit cost $ 2.0 % 07 § 317 $ 104 § ‘78 § 132
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In September 2001, Bowater acquired the pension plan that covers employees of Bowater Canadian Forest Products Inc,,
(formetly Alliance Forest Products Inc.). In addition, Bowater acquired the pension plan that covers the employees of the
Grenada Operation in August 2000. The effect of the acquisition of these plans on Bowater’s 2001 and 2000 benefit
obligation and assets is included in the table on the previous page from the date of the respective acquisition.

As of December 31, 2001, Bowater decreased the Plans’ weighted average discount rate from 7.2% to 6.9% to more closely
approximate interest rates on high-quality, long-term obligations on the measurement date. In 2001, the assumed
inflationary pre-65 health care cost trend rate used to determine cost was 9.5%, decreasing to 9.0% in 2002 and gradually
decreasing to an ultimate rate of 5.5% in 2009. The assumed inflationary post-G5 health care cost trend rate used to
determine cost was 11.5% decreasing to 10.8% in 2002 and gradually decreasing to an ultimate rate of 5.5% in 2009. The
rate used to determine 2000 cost was 8.3% gradually decreasing to an ultimate rate of 6.0% in 2005. Variations in this health
care cost trend rate can have a significant effect on the amounts reported. An increase of 1% in this assumption would
increase the accumulated postretirement benefit obligation (“APBO”) by approximately $23.0 million, or 12%, and would
increase the annual service cost and interest cost by approximately $1.3 million, or 13%. A decrease of 1% in this
assumption would decrease the APBO by approximately $14.8 million, or 8%, and would decrease the annual service cost
and interest cost by approximately $1.1 million, or 11%.

The sum of the projected benefit obligations and the sum of the fair value of Plan assets for pension Plans with projected
benefit obligations in excess of plan assets were $1,391.0 million and $1,125.1 millicn, respectively, as of December 31,
2001, and were $274.6 million and $204.6 million, respectively, as of December 31, 2000. The sum of the accurnulated
benefit obligations and the sum.of the fair value of Plan assets for pension Plans with accumulated benefit obligations in
excess of Plan assets were $832.5 million and $670.2 million, respectively, as 6f December 31, 2001, and were $74.6 million
and $22.0 million, respectively, as of December 31, 2000.

The provisions of SFAS No. 87, “Employees’ Accounting for Pensions,” required Bowater to record an additional
minimum liability of $60.1 million and $18.0 million at December 31, 2001 and 2000, respectively. This liability represents
the amount by which the accumulated benefit obligation exceeds the sum of the fair market value of Plan assets and
accrued amounts previously recorded. The additional liability may be offset by an intangible asset to the extent of previously
unrecognized priot service cost. The intangible assets of $2.7 million and $1.1 million at December 31, 2001 and 2000,
respectively, are included on the line titled “Other assets” in the Consolidated Balance Sheet. The remaining amounts of
$36.1 million and $10.2 million, net of related tax benefits, are recorded as a component of shareholders’ equity on the line
titled “Accumulated other comprehensive income (loss)” in the Consolidated Balance Sheet at December 31, 2001 and
2000, respectively.

In August 1999, Bowater completed the sale of GNP. As a result of the sale, we recorded a curtailment loss of $26.1
million, and the buyer assumed liabilities totaling approximately $70.6 million for nonpension postretirement benefits.

In addition to the previously described pension and non-pension postretirement Plans, we also sponsor defined
contribution Plans within the United States and for certain sites outside of the United States. Employees ate allowed to
contribute to the Plans, and we make a matching contribution between 3.6% and 7.2% of the employees’ compensation.
Our expense for the defined contribution Plans totaled $6.1 million in 2001, $5.7 million in 2000 and $7.2 million in 1999,

Note 15. Income Taxes
The components of “Income before income taxes and minority interests” consist of United States income of $113.7

million, $84.3 million and $129.1 million and foreign income of $79.8 million, $154.9 million and $26.7 million, in 2001,
2000 and 1999, respectively.
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The provision for income tax expense consists of:

{Inn miitlions) . 2001 2000 1999
Federal: o
Current $ (5.1) ) 17.6 3 454
Deferred ‘ 45.0 10.9 0.3
39.9 28.5 45.1
State:
Current (6.2) 5.0 9.2
Deferred ' : ‘ 14.3 8.2) ' (5
‘ 8.1 (3.2) 77
Foreign:
Current 27.1 : 14.8 114
Deferred 3.6 30.2 7.3
30.7 © 450 18.7
Total: _ . - ‘
Current ‘ . 15.8 37.4 66.0
Deferred 62.9 32.9 5.5
$ 787 $ 703 $ 71.5

The components of deferred income taxes at December 31, 2001 and 2000, in the accompanying Consolidated Balance
Sheet are as follows: »

(In millions) ' : ) 2001 2000

Timber and timberlands ® $  (72.4) $ {66.3)
Fixed assets, net ] (637.1) (542.5)
Deferred gains ‘ , (86.3) (18.7)
Other assets ' (36.0) (18.2)
Deferred tax liabilities ’ (831.8) (645.7)
Current assets @ 2.6 1.3
Cutrent liabilities @ ’ 18.2 v 16.0
Employee benefits and other long-term liabilities 138.3 . 1051

United States tax credit carryforwards 39.4 7.8
Canadian investment tax credit carryforwards ‘ 12.9 . 202
Ordinary loss carryforwards 49.3 8.5
Valuation allowance (2.8) (4.0)
Deferred tax assets 250.9 154.9
Net deferred tax Hability 3 (580.9) $  (490.8)

(1) Includes the deferred tax impact of the capitalization of lease payments, management fees and property taxes of approximately
$112.9 million and $109.7 million at December 31, 2001 and 2000, respectively.

(2) Included in “Other current assets” in the accompanying Consolidated Balance Sheet.
The increase in the valuation allowance during 2001 of $5.8 million was due primarily to the Alliance acquisition. As of
December 31, 2001, $3.4 million of the valuation allowance is attributable to the acquisition of Avenor and will reduce

goodwill upon reversal.

The following is a reconciliation of the United States federal statutory and effective tax rates as a percentage of income
before income taxes and minority interests: -
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2001 2000 1999
United States federal statutory income tax race 35.0% 35.0% 35.0%
State income taxes, net of federal income tax benefit 2.2 (1.9) 3.2
Foreign taxes 0.4 (1.5 0.9
Goodwill 4.1 3.4 . 5.1
Canadian investment tax credits 1.5 ' (3.2 -
Foreign exchange and asset revaluation (2.5) 2.4 -
Other, nec ‘ - - 1.7
Effective income tax rate 40.7% 29.4% 45.9%

(1) Goodwill amortization is a non-deductible item. As the level of pre-tax income increases, the impact of non-deductible items
on our effective tax rate, such as goodwill amortization, lessens.

At December 31, 2001, we had United States fedetal and state net operating loss carryforwards of $17.3 million and $197.2
million, respectively, and Canadian federal and provincial net operating loss carryforwards of $43.7 million and $292.8
million, respectively. In addition, §12.9 million of Canadian investment tax credit carryforwards and $39.4 million of United
States tax credit carryforwards were available to reduce future income taxes. The United States federal and state loss
carryforwards expire at various dates up to 2021. The Canadian noncapital loss and investment tax credit carryforwards
expire at various dates between 2002 and 2011. We have United States alternative minimum tax credit carryforwards that
have no expiration. We believe that deferred tax assets, net of the existing valuation allowance of $9.8 million at December
31, 2001, will be ultimately realized. :

The cumulative amount of CNC’s undistributed earnings through 1992, on which we have not provided income taxes, was
$19.0 million as of December 31, 2001. Distribution of these earnings would qualify for the 80% dividend exclusion.

At December 31, 2001, unremitted eatnings of subsidiaries outside the United States totaling $107.0 million were deemed
to be permanently invested. No deferred tax liability has been recognized with regard to such earnings. It is not practicable
to estimate the income tax liability that might be incurred if such earnings were remitted to the United States.

Noee 16. Dividends to Minogity Interest Shareholder

The Board of Directors of CNC declared dividends of $157.8 million in 2001 and $12.5 million in 2000. As a result, $77.3
million was paid in 2001 and $6.1 million was paid in 2000 to the minority shareholder. Of the $77.3 million dividend paid
in 2001, $60.1 million relates to the CNC notes receivable monetization as discussed in Note 5. “Net Gain on Sale of
Assets.” In 1999, the Board of Directors of CNC declared dividends of $32.4 million, resulting in payments of $15.9 million
to the minority shareholder.

In January 2002, the Board of Directors of CNC declared a dividend of $7.3 million, resulting in a payment of $3.6 million
to the minority shareholder.

Note 17. Commitments and Contingencies

Bowater is involved in various legal proceedings relating to contracts, commercial disputes, taxes, environmental issues,
employment and workers’ compensation claims and other matters. We periodically review the status of these proceedings
with both inside and outside counsel. Our management believes that the ultimate disposition of these matters will not have

a material adversse effect on our operations-or our financial condition taken as a whole.

Bowater maintains standby letters of credit in connection with its workers compensation insurance program. At December
31, 2001, there were standby letters of credit of $11.6 million outstanding under workers compensation insurance.

Bowater currently has recorded $14.8 million for environmental liabilities. These liaBilitics are recorded at undiscounted
amounts and are included in other long-term liabilities on the consolidated balance sheet. The $14.8 million represents
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management’s estimate based on an assessment of relevant factors and assumptions of the ultimate settlement amounts for
these liabilities. The amount of these liabilities could be affected by changes in facts or assumptions not currently known to
management. Approximately $13.2 million of the $14.8 million relates to two Canadian mills for costs primarily associated
with soil remediation, air compliance 2nd landfill closure.

As of December 31, 2001, Bowater has been notified that we are a “potentally responsible party” (“PRP”) underthe
Comprehensive Environmental Response, Compensation, and Liability Act of 1980, as amended, with respect to three sites
in South Carolina. One site contained a small landfill on a timber tract sold to CNC by a thitd party. The third pacty has -
remediated the site and continues to monitor the groundwater. Bowater has not been requested to contribute to the
remediation costs. One site is a timber tract owned by CNC in which unknown third parties discarded several hundred steel
drums containing small amounts of textile residue. This site has not yet been scheduled for remediation. The remaining site
is a Superfund site where several parties, including Bowater, shipped used steel drums for reclamation. The EPA has
remediated the remaining Superfund site for a total cost of approximately $6.2 million. Bowater has been notified that we
are one of 27 PRPs. Negotiations with EPA to determine liabilities for the PRPs will begin in March 2002. Bowater does
not believe it will be liable for any significant amounts at these three sites.

Note 18. Cuomulative and Redeemable Preferred Stock

Bowater is authorized to issue 10.0 million shares of serial preferred stock, $1 par value. In February 1999, we redeemed all
of the remaining outstanding shares for $26.6 million, including accrued dividends.

Noze 19. Stock Option Flans

Bowater has four stock option plans — 1988, 1992, 1997 and 2000. These plans authorized the grant of up to 7.8 million
shares of our Common Stock in the form of incentive stock options, non-qualified stock options, stock appreciation rights,
performance stock and restricted stock awards. The option price for options graated under the 1988 and 1992 plans was
based on the fair market value of our Common Stock on the date of grant, or the average fair market value of our Common
Stock for the 20 business days immediately preceding the date of grant. The option price for options granted under the
1997 and 2000 plans was based on the fair market value of our Common Stock on the date of grant.

* All options granted through December 31, 1999, were exercisable at December 31, 2001. Options granted in 2001 and 2000
generally become exercisable over a period of two years. Unless terminated earlier in accordance with their terms, all
options expire 10 years from the date of grant. The plans provide that any outstanding options will become immediately
exercisable upon a change in control of Bowater. In such event, grantees of options have the right to require us to purchase
such options for cash in lieu of the issuance of Common Stock. We received $2.2 million in 2001, $6.8 million in 2000 and
$10.7 million in 1999 from the exercise of stock options. The exercise of stock options also generated tax benefits for us.of
$0.5 million in 2001, $1.9 million in 2000 and $4.7 million in 1999.

We recard compensation expense resulting from stock option grants based on intrinsic value in accordance with APB
Opinion No. 25. In accordance with SFAS No. 123, the following pro forma disclosures present the effects on income had
the fair value-based method been chosen. These disclosures are shown below for 2001, 2000 and 1999 and have no impact
on our reported financial position or results of operations.

(In miillions, except per-share anonnts) 2001 2000 1999
Net income: As reported $ 73.2 % 159.4 $ 78.7
Pro forma 65.7 155.4 759
Earnings per share — basic: ~ As reported 1.38 3.05 , 1.43
Pro forma 1.24 297 1.38
Eatnings per share ~ diluted:  As reported 1.37 302 14
Pro forma 1.23 2,94 1.36
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The pro forma net income effects of SFAS No. 123 in 2001, 2000 and 1999 may not be representative of the pro forma net
income effects in future years due to changes in assumptions and the number of options granted in future years.

The fair value of each option granted was estimated on the date of grant using the Black-Scholes option-pricing model with
the following weighted average assumptions:

2001

2000 . 1999

Assumptions:
Dividend yield 1.6% 1.5% 2.0%
Expected volatility 32.0% 31.8% 30.0%
Risk-free interest rate 5.1% 6.7% 4.8%
Expected option lives 6.0 years 5.7 years 5.6 years
Weighted average fair value of each option $ 17.43 $ 23.01 $ 12.34

Bowater recorded a pre-tax charge of $2.1 million and $2.2 million, respectively, in 2001 and 2000 for intrinsic value on its
2000 stock option grants per the provisions of FASB Interpretation No. 44 involving stock compensation transactions
recorded under the rules outlined in APB Opinion No. 25. This charge was based on 2 measurement date that coincided
with shareholder approval of the 2000 stock option plan. The preceding table reflects the assumptions and fair market value
of the options as of the measurement date, Using 2 measurement date based on the 2000 grant date, the weighted average
fair value of each option would have been $17.51. ‘

Information with respect to options granted under the stock option plans is as follows:

2001 2000 1999
Number  Weighted Weighted Weighted
of Average Number of Average Number of  Average
Shates  Exercise Shares Exercise Shares Exercise
(000°s) Price (000’s) Price (000s) Price
Ourtstanding at beginning of year 2,285 $ 40 1,884 § 37 2,040 $ 35
Granted during the year 823 51 616 48 245 41
Exercised during the year 79 31 (212) 3 (387 28
Canceled during the year (35) 49 ©) 23 (14) 24
Outstanding at end of year 2,994 43 2,285 40 1,884 37
Exercisable at end of year 1,881 $ 39 1,546 $ 37 1,455 § 35
Options Cutstanding Options Exercisable
at December 31, 2001 at December 31, 2001
"Weighted
Weighted Average Weighted
Range of Average Remaining Average
Exercise Number of Exercise Contractual Number of Exercise
Prices Shares (000’s) Price Life (years) Shares (000’s) Price
$21 to 830 419 $ 26 21 419 $ 26
$31 to 340 268 $ 35 39 268 $ 35
$41 to $51 1,658 $ 46 7.0 1,186 $ 45
$51 to 360 649 352 9.0 8 $ 51
2,994 $ 43 6.5 1,881 330
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Bowater has an Equity Participation Rights (“EPR”) Plan that allows it to grant equity participation rights to its employees.
These rights confer an interest in the appreciation of Bowater’s Common Stock price, but no right to acquire stock
ownershlp The rights have a vesting period of two years and, unless terminated earlier in accordance with their terms,
expire 10 years after the grant date. The exercise price is the fair market value of Bowater Common Stock on the day of
grant. The rights may be redeemed only for cash, and the amount paid to the employee at the time of exercise is the
difference between the exercise price and the average high/low of Bowater’s Common Stock on the day of exercise.
Bowater granted 247,500 EPRs in 2001 at an exercise price of $51.93 and granted 930,000 EPRs in 2000 at an average
exercise price of $53.20. At December 31, 2001, there were 1,958,975 EPRs outstanding and 1,807,163 EPRs exercisable at
a weighted average exercise price of $48.21 and $44.08, respectively. At December 31, 2000, there were 1,777,875 EPRs
outstanding and 1,413,438 EPRs exercisable at a weighted average exercise price of $47.64 and $46.06, respectively.

Bowater—HallavPaper Co., Ltd. (“Halla™), our subsidiary. located in South Kores, also has an EPR plan and has issued stock
options. The stock of Halla is not publicly traded. Therefore, the fair market value of the stock is determined annually by a
third-party appraisal.

We record a liability for the Bowater and Halla EPRs and the Halla options during the vesting period and adjust this liability
at each reporting period based on changes in the fair market value of the respective stocks. The liability amounts recorded
at December 31, 2001 and 2000, are $14.8 million and $28.1 million, respectively. The charges (income) reflected in the
Consolidated Statement of Operations pertaining to these rights and options were $(8.6) million, $16.3 million and $5.2
million for the years 2001, 2000 and 1999, respectively.

Noze 20. Exchangeable Shares

In conjunction with the 1998 acquisition of Avenor, Bowater’s indirect wholly-owned subsidiary, Bowater Canada Inc.
(“BCI"), issued 3,773,547 shares ($183.6 million) of no par value Exchangeable Shares. Since 1998, BCI has issued an
additional 1,359,620 Exchangeable Shates ($66.2 million) upon the redemption of Avenor’s 7.50% Convertible Unsecured
Subordinated Debentures and 5,505 Exchangeable Shares ($0.3 million) for conversions prior to the redemption. BCI
issued an additional 856,237 Exchangeable Shares ($39.9 million) in connection with the 2001 acquisition of Alliance. The
Exchangeable Shares are exchangeable at any time, at the option of the holder, on a one-for-one basis for shares of
Bowater Common Stock. Through December 31, 2001, 3,986,321 Exchangeable Shares ($194.0 million) had been
exchanged for the same number of Bowater common shares. Holders of Exchangeable Shares have voting rights
substantially equivalent to holders of Bowater Common Stock and are entitled to receive dividends equivalent, on a per-
share basis, to dividends paid by Bowater on its Common Stock. On December 31, 2001, 2,008,588 Exchangeable Shares
(896.0 million) weze outstanding.

Note 21. Employee Stock Ownership Plan (“ESOP”)

In 1989, the ESOP was funded by a $17.5 million loan. The loan proceeds were lent to an Employee Stock Owneszship
Trust (“ESOT”). The ESOP remaining loan balance of $0.7 million was paid on April 30, 2000. The ESOT has distributed
all remaining shares of the original 574,160 shares of Common Stock to participants’ accounts as of December 31, 2001.

Nove 22. Treasury Stock

At December 31, 2001, Bowater held 11,619,81l2 shares of its Common Stock as treasury stock to pay for employee and
director benefits and to fund its Dividend Reinvestment Plan. The shares are valued at their acquisition cost of $486.4
million. As of December 31, 2000, we held 11,635,850 shares at a cost of $487.0 million.

In May 1999, the Board of Directors authorized the repurchase of up to 5.5 million shares of Bowater’s Common Stock in
the open market, subject to normal trading restrictions. We made no purchases under the program during 2001. During
2000, we purchased 2,125,900 shares of Common Stock at a cost of $103.7 million in 2000. Since the beginning of the
program, we purchased 3.1 million shares at a total cost of $155.5 million.
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Note 23. Timberland Leases and Operating Leases

Bowater controls timberlands under long-term leases expiring 2002 to 2058 for which aggregate lease payments were $0.6
million in 2001, $0.7 million in 2000 and $0.7 million in 1999. These lease costs are capitalized as part of timberlands and
are charged against revenue at the time the timber is harvested.

-In addition, we lease certain office premises, office equipment and transportation equipment under operating leases. Total
rental expense for these operating leases was $7.5 million in 2001, $5.7 million in 2000 and $11.0 million in 1999.

At December 31, 2001, the future minimum rental payments under dmberland leases and operating leases are:

Timberland Operating

(In millions) Lease Payments Leases, Net
2002 $ 0.4 3 8.7

2003 0.4 7.5

2004 0.4 6.3

2005 0.4 5.1

2006 0.4 4.4

Thereafter 13.6 6.2

' § 156 $ 382

In addition, we manage over 32 million acres of Crown-owned land in Canada on which we have cutting rights. We make
payments to various Canadian provinces based on the amount of timber harvested.

Bowater enters into various agreements, primarily supply agreements, in the normal course of business. In connection with
the acquisition of Alliance, Bowater assumed various long-term supply contracts the more significant including a fiber
supply contract, at market prices, for its Coosa Operation and a steam supply contract at its Dolbeau Operation. The
Coosa fiber supply contract expires in 2014 and has total commitments of approximately $174.7 million ($15.7 million in
years 1-3, $13.0 million in years 4-5 and $101.6 million thereafter). In addition, our Dolbeau Operation’s steam supply
contract expires in 2023 and has total commitments of approximately $140.4 million ($6.4 million in years 1-5 and $108.4
million thereafter).

Two Nuway coating facilities are being constructed for Bowater, one located in Covington, Tennessee and the other
planned for in the mid-Atlantic region. Construction of the two facilities is being financed through a special purpose entity
(“SPE”) with total‘expected construction costs of approximately $100.0 million. Bowater has no ownership interest in the
SPE. Bowater Nuway Inc., 2 wholly-owned subsidiary of Bowater, has entered into lease commitments with the SPE, the
lessor in the transaction, for these new facilities. The Covington, Tennessee facility is expected to be completed near the
end of the first quarter of 2002 and should begin operations shortly thereafter. The construction schedule for the mid-
Atlantic facility has been deferred and is to be determined at a later date, as market conditions warrant. As of December 31,
2001, total costs incurred by the SPE for the construction of these facilities was approximately $57.8 million. The assets and
debt associated with these new facilities will not be consolidated in Bowatet’s financial staternents. The leases will be
classified as operating leases and the payments expensed in accordance with SFAS No. 13, “Accounting for Leases.” This
arrangement provides very low cost financing. The future minimum lease payments have not been finalized, but are
estimated to be approximately $3.0 million per year for the two facilities based on current interest rates. The base lease term
for each facility expires on April 30, 2006. We have options at the end of the base lease terms to (1) extend the lease terms
annually for an additional five years, (2) purchase the leased properties or (3) terminate the lease agreements. In the event
that a lease agreement is terminated, Bowater Nuway Inc. (as lessee) must cause the facility to be sold and the lessor to be
paid a residual value guarantee of approximately 83% of the lessor’s investment in the facility. The present value of rental
payments, estimated termination costs and the residual value guarantee at the incepton of the lease do not exceed in the
aggregate 89.5% of the lessor’s investment in the facility. Upon consummation of the sale, the lessor is entitled to retain an
amount equal to its remaining investment in the facility, and 2ny balance of the sale proceeds is to be paid to the lessee.
Bowater has guaranteed the lessee’s obligations under this arrangement. Management cusrently does not believe that it is
probable that Bowater will be required to make a deficiency payment on the residual value guarantee.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 24, Segment Information
Description of the types of products and services from which each reportable segment derives its revenues:

On September 24, 2001, Bowater completed the purchase of Alliance. As a result of the acquisition, we have four
reportable segments: the Newsprint Division, the Coated and Specialty Papers Division, the Forest Products Division and
the Canadian Forest Products Division. Segment information for the years ended December 31, 2000 and 1999 have been
reclassified to reflect the change to four reportable segments.

The Newsprint Division operates seven manufacturing sites in the United States, Canada and South Korea. The principal
product line at these manufacturing sites is newsprint, but several of the sites also produce market pulp and uncoated
specialty paper. This Division is responsible for the international marketing and sales of newsprint and selected uncoated
specialty papers.

The Coated and Specialty Papers Division operates a manufacturing site that produces coated groundwood paper, newsprint,
market pulp and uncoated specialty paper, and a coating facility, both located in the United States. Gur new coating plant in
Covington, Tennessee, is expected to be completed near the end of the first quarter of 2002 and should begin operations
shortly thereafter. This Division is responsible for the marketing and sales of a full spectrum of coated and all other
uncoated specialty papers manufactured by Bowater.

The Forest Products Division manages 1.1 million actes of timberland cwned or leased in the United States and the Canadian
provinces of Ontario and Nova Scotia and over 8.3 million acres of Crown-owned land in the province of Ontario on
which Bowater has cutting rights. The Division also operates three softwood sawmills, supplies wood fiber to Bowater’s
pulp and paper production sites and markets and sells timber and lumber in North America.

The Canadian Forest Products Division operates four paper manufacturing sites in Canada. The Division manages 0.4 million
acres of timberland owned or leased and over 24.4 million acres of Crown-ocwned land in the Canadian provinces of
Quebec and New Brunswick on which Bowater has cutting rights. The Division also operates ten sawmills and one wood
treatment plant, supplies wood to four paper mills and ten sawmills, and is responsible for the marketing and sales of
Bowater’s Canadian lumber production.

The Pulp Division matkets and distributes market pulp produced at the Calhoun, Tennessee; Catawba, South Carolina;
Thunder Bay, Ontario; and Coosa Pines, Alabama, sites. Financial results for the production and sale of market pulp are
included in the Newsprint Division and the Coated and Specialty Papers Division, depending upon which site manufactures
the product. The Pulp Division’s administrative expenses are included in “Corporate & other eliminations.” Accordingly,
no separate results are reported for this Division.

Factors management used to identify our segments:

Bowater’s reportable segments are business units responsible for the marketing and sales of different products. They are
managed separately because of the different products they are responsible for manufacturing and distributing.

The line entitled “Segment income (loss)” in the following tables is equal to “Operating income (loss)”” as presented in our
Consolidated Statement of Operations. In addition, none of the income or loss items following “Operating income (loss)”
in our Consolidated Statement of Operations are allocated to our segments, since they are reviewed separately by Bowatet’s
management. ‘

The following tables summarize information about segment profit and loss and segment assets for the three years ended
December 31, 2001, 2000 and 1999:
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Coated and Canadian
Specialty Forest Forest Corporate/
Newsprint Papers Products Products Special Other
2001 (In millions) Division Division Division Division Items Eliminatons Total
Sales — including internal sales $ 14120 § 5164 $ 2850 § 5201 $ - § 2,7335
Eliminations of inter-segment sales - - — - (284.3) (284.3)
Sales 1,412.0 516.4 $§ 2850 § 5201 (284.3) § 24492
Depreciation and amortization 187.2 60.8 $ 113 § 516 104 § 3213
Segment income (loss) 113.7 25.7 $ (GBH § 776 (63.8) § 3178
Total assets 3,111.7 624.6 $ 2630 $1,3726 393.5 $ 5,765.4
Capital expenditures 86.4 121.3 $ 155 § 191 4.5 § 2468
Coated and Canadian
Specialty Forest Forest Corporate/
Newsprint Papers Products Products Other
2000 (In millions) Division Division Division Division Eliminations Total
Sales — including internal sales $ 14647 § 5869 $ 3340 § 4198 % - 3 - $ 2,8054
Eliminations of inter-segment sales — — - — — (305.1) (305.1)
Sales $ 14647 § 5869 § 3340 § 4198 $§ - § (305.1) % 25003
Depreciation and amortization $ 1681 § 58.5 $ 153 § 427 $ - 3 10.6 $ 2952
Segment income (loss) $§ 2306 § 1361 % 150 § 581 $ 73 8 (898 § 3633
Total assets $ 27415 § 5490 § 3982 § 9303 $ - § 3851 $ 5,004.1
Capital expenditures $ 1300 § 1117 § 235 % 17.3 58 - 3 0.7 $ 2832
Coated and Canadian
Specialty Forest Forest Corporate/
Newsprint Papers Products Products Special Other
1999 (In meillions) Division Division Division Division Items Eliminations Total
Sales — including internal sales $ 1,368.7 § 499.2 § 4075 § 3548 $ - 3 26 $ 2,632.8
Eliminations of inter-segment sales - - - - - (321.1) (321.1)
Sales 1,368.7 § 4992 $ 4075 354.8 - (318.5) 2,311.7

1700 § 555 $ 229 41.0 10.8

$ § $ 3

Rgpreciadon and amortzation $ $ $ $
194 § 722 $ 395 $§ 396 $ 1334 § (60.1) § 2440

$ $ $ 3

$ $ $ 3

Segment income (loss)

24358 § 4921 $ 3967 788.8 438.8
1254  § 421 $ 107 18.9 1.4

Total assets
Capital expenditures

Wl Pl

Special items for 2001 include gain on the sale of assets of $167.7 million. This gain is primarily the result of 2 land sale
completed in the fourth quarter of 2001 and a note monetization completed in the second quarter of 2001 related to a 1999
land sale (see Note 5. “Net Gain on Sale of Assets™).

Special items for 2000 include gain on sale of fixed assets of $3.2 million and gain on sale of timberlands of $4.1 million.

Special items for 1999 include gain on sale of timberlands of $272.5 million, loss on sale of GNP of $47.1 million and an
impairment charge of $92.0 million,
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Sales by Product

(In millions) 2001 2000 1999
Newsprint $ 1,438.7 $ 14215 $ 1,282.2
Coated and specialty papers 479.6 428.4 363.9
Market pulp 403.9 546.3 434.2
Directory papet - - 89.4
Lumber and other wood products 127.0 104.1 142.0

$ 2,449.2 $ 25003 $ 23117

Sales by Country ®

(In millions) 2001 2000 1999
United States $ 1,726.8 $ 1,711.5 $ 1,649.1
Canada 152.1 197.0 170.8
Korea 110.5 134.1 102.1
Japan 31.7 42.8 39.6
Brazil 52.4 59.3 39.0
Ttaly 32.4 42.4 32.5
United Kingdom 56.1 52.2 38.3
Mexico 82.2 74.1 58.7
Qther countries @ 205.0 186.9 181.6

$ 2.449.2 $ 25003 $ 23117

Long-Lived Assets by Country

(In millions) 2001 2000 1999
United States $ 2,169.2 $ 1,671.1 $ 1,343.9
Canada 1,764.3 1,431.4 1,379.8
Korea 183.1 187.1 182.0

$ 4,116.6 $ 3,289.6 $ 2,905.7

(1) Revenues are attributed to countries based on the location of the customer. No one customer represented 10% or more of

consolidated sales.
(2) No couniry in this group exceeded 10% of consolidated sales.

Note 25. Quarterly Information (Unaudited)

Year ended December 31, 2001

(In millions, except per-share amounts) First Second Third Fourth Year

Sales $ 604.9 $ 585.2 $ 558.8 $ 700.3 $ 2,449.2
Operating income 89.6 139.70 22.2 66.3@ 317.8
Net income (loss) 37.7 18.6 (1.8) 18.7 73.2
Basic earnings (loss) per common share 0.73 0.36 (0.04) 0.33 1.38
Diluted earnings (loss) per common share $ 0.72 $ 036 $  (0.04) $ 033 $ 1.37
Year ended December 31, 2000

(In millions, except per-share amounts) First Second Third Fourth Year

Sales ‘ $ 562.9 $ 607.6 $ 671.8 $ 658.0 $ 2,500.3
Operating income 57.7 88.0 118.6 929.0 - 363.3
Net income 17.2 337 50.0 58.5 159.4
Basic earnings per common share 0.32 0.64 0.97 1.13 3.05
Diluted earnings per common share $ 0.32 $ 0.63 £ 096 $ 1.12 $ 3.02

(1) Includes a net gain on sale of assets of $85.0 million.
(2) Includes a net gain on sale of assets of $84.2 million.
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Management’s Statement Of Responsibility

The management of Bowater is responsible for the information contained in the financial statements and in the other parts
of this report. The accompanying Consclidated Financial Statements of Bowater Incorporated and Subsidiaries have been
prepared in accordance with accounting principles generally accepted in the United States of America. In preparing these
statements, management has made judgments based upon available information. To ensure that this information will be as
accurate and factual as possible, management has communicated to all appropriate employees the requirements for accurate
recordkeeping and accounting.

We maintain 2 system of internal accounting controls designed to provide reasonable assurances for the safeguarding of
assets 2nd the reliability of financial records. The system is subject to continuous review through a corporate-wide internal
audit program with appropriate management follow-up action. Mzanagement believes that through the careful selection of

employees, the division of responsibilities and the application of formal policies and procedures, we have an effective and
responsive system of internal accounting controls.

Our independent zuditors, KPMG LLP, are responsible for conducting an audit of our Consolidated Financial Statements
in accordance with auditing standards generally accepted in the United States of America and for expressing their opinion as
to whether these consolidated financial statements present faitly, in all material respects, the financial position, results of
operations and cash flows of the company and its subsidiaries in conformity with accounting principles generally accepted
in the United States of America. Their report appears immediately below.

There is an Audit Committee of the Board of Directors composed of three nonemployee directors who meet regularly with
management, the internal auditors and KPMG LLP to discuss specific accounting, reporting and internal control matters.
Both the independent auditors and internal auditors have full and free access to the Audit Committee.

Independent Auditors® Report

The Board of Directors of Bowater Incorporated:

We have audited the accompanying consolidated balance sheet of Bowater Incorporated and Subsidiaties as of December
31, 2001 and 2000, and the related consolidated statements of operations, capital accounts and cash flows for each of the
years in the three-year period ended December 31, 2001, These consclidated financial statements are the responsibility of
the company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presentaton. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Bowater Incorporated and Subsidiaries at December 31, 2001 and 2000, and the results of their operations and
their cash flows for each of the years in the three-year period ended December 31, 2001, in conformity with accounting
principles generally accepted in the United States of America.

KPMG LLP
Atlanta, Georgia
February 27, 2002
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

PART III
Item 10. Divectors and Execuisve Officers of the Registrant
Information regarding Bowater's directors is incorporated by reference to the material under the heading "Election of
Directors-Information on Nominees and Directors” in our Proxy Statement with respect to the Annual Meeting of
Shareholders scheduled to be held May 8, 2002, filed under Regulation 14A under the Secudties Exchange Act of 1934, as

amended (the "Proxy Statement").

Information regarding Bowater's executive officets is provided under the caption "Executive Officers of the Registrant as of
March 5, 2002" on pages 10-12 of this Form 10-K.

Information regarding Section 16(a) beneficial ownership reporting compliance is incorporated by reference to the material
under the heading "Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy Statement.

Item 11. Executive Compensation

Information regarding executive compensation is incorporated by reference to the materal under the headings "Election of
Directors-Information on Nominees and Directors-Director Compensation”, "Human Resources and Compensation
Committee Report on Executive Compensation”, "Total Shareholder Return" and "Executive Compensation” in the Proxy
Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management

Information concerning (1) any person or group known to Bowater to be the beneficial owner of more than 5% of its voting
stock, and (2) ownership of its equity securities by management is incorporated by reference to the material under the heading
"Stock Ownership" in the Proxy Statement.

Ttem 13. Certasn Relationships and Related Transaciions

Information regarding certain relationships and related transactions is incorporated by reference to the material under the
heading "Related Party Transactons" in the Proxy Statement.

PART IV
Item 4. Exchibits, Financial Statement Schedules and Reports on Form 8-K
(a) The following are filed as a part of this Annual Report on Form 10-K:

(1) The following are included at the indicated page of this Annual Report on Form 10-K:

: Page(s)
Consolidated Statement of Operations for Each of the Years in the
Three-Year Period Ended December 31, 2007 ... ceeereere et sessesss s ssnene 31
Consolidated Balance Sheet at December 31, 2001 and 2000 ........co.cooivvreronrceeseeee v 32
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@

Consolidated Statement of Capital Accounts for Each of the Years in the
Three-Year Period Ended December 31, 2001

Consolidated Statement of Cash Flows for Each of the Years in the Thrce-
Year Period Ended December 31, 2001 .

Notes to Consolidated Financial Staternents

Management's Statement of Responsibility and Independent Audltors Report

The following financial statement schedule for the year ended December 31, 2001 is submitted:
Schedule II-Valuation and Qualifying Accounts . .
Independent Auditors’ Report on Schedule I1.

All other financial statement schedules are omitted because they ate not applicable or because the tequired
information is included in the financial statements or notes.

©)

Exhibit No.

2.1

32

33

34

3.5

4.1

42

+10.1

Exhibits (numbered in accordance with Item 601 of Reguladon S-K):

Description

Arrangement Agreement dated as of Apxil 1, 2001, by and between the Company and Alliance Forest
Products Inc. (incorporated by reference to Exhibit 2.1 to Bowater Incorporated's Quartetly Report on
Form 10-Q for the period ending March 31, 2001, File No. 1-8712).

Restated Certificate of Incorporation of Bowater Incorporated, 2s amended (incorporated by reference to
Exhibit 4.2 to Bowater Incorporated's Registration Statement No. 33-51569).

Certificate of Designations of the 7% PRIDES, Seres B Convertible Preferred Stock of Bowater
Incorporated (incorporated by reference to Exhibit 4.1 to Bowater Incorporated's Current Report on
Form 8-K dated February 1, 1994, File No. 1-8712 (the "February 1994 8-K")).

Certificate of Designations of the 8.40% Series C Cumulative Preferred Stock of Bowater Incorporated
(incorporated by reference to Exhibit 4.2 to the February 1994 8-K).

Certificate of Designation of the special voting stock of Bowater Incorporated (incorporated by reference to
Exhibit 4.11 to Amendment No. 1 to Bowater Incorporated's Registration Staternent No. 333-57839
("Amendment No. 1 to the Registration Statement™)).

Bylaws of Bowater Incorporated amended and restated as of May 20, 1998 (incorporated by reference to
Exhibit 4.12 to Amendment No. 1 to the Registration Statement).

Agreement pursuant to S-K Item 601 (b)(4)(ii)(A) to provide the Commission upon request copies of certain
other instruments with respect to long-term debt not being registered where the amount of securities
authorized under each such instrument does not exceed 10% of the total assets of the registrant and its
subsidiaries on a consolidated basis (incorporated by reference to Exhibit 4.3 to Bowater Incorporated's
Registration Statement No. 2-93455).

See Exhibits 3.1, 3.4 and 3.5.
Employment Agreement, dated as of july 20, 1994, by and between Bowater Incorporated and Amold M.

Nemirow (incorporated by reference to Exhibit 10.3 to Bowater Incorporated’s Annual Report on
Form 10-K for the period ending December 31, 1994, File No. 1-8712).




102

+10.3

+10.4

110.5

10.6

10.6.1

$10.7

$10.8

$10.9

+10.10

+10.11

+10.12

10.13

10.14*

$10.15

Employment Agreement, dated as of August 1, 1997, by and between Bowater Incorporated and Arthur D.
Fuller (incorporated by reference to Exhibit 10.1 to Bowater Incorporated's Quarterly Report on Form 10-Q
for the period ending September 30, 1997, File No. 1-8712).

Employment Agreement, dated as of April 1, 1995, by and between Bowater Incorporated and E. Patrick
Duffy (incorporated by reference to Exhibit 10.4 to Bowater Incorporated's Quasterly Report on Form 10-Q
for the period ending March 31, 1995, File No. 1-8712).

Employment Agreement, dated as of August 1, 1997, by and between Bowater Incorporated and Richard K.
Hamilton (incorporated by reference to Exhibit 10.16 to Bowater Incorporated’s Annual Report on
Form 10-K for the period ending December 31, 1997, File No. 1-8712 (the “1997 10-K")).

Employment Agreement, dated as of July 24, 1998, by and between Bowater Incorporated and David J.
Steuart (incorporated by reference to Exhibit 10.5 to Bowater Incorporated's Quarterly Report on Form 10-Q
for the period ending September 30, 1998 (the "September 1998 10-Q™).

Agreement, dated as of July 24, 1998, between David J. Steuart and Bowater Incorporated. (incorporated by
reference to Exhibit 10.6 to Bowater Incorporated's Aninual Report on Form 10-K for the period ending
December 31, 2000, File No. 1-8712 (the "2000 10-K")).

First Amendment to Agreement, dated as of July 24, 1998, between David J. Steuart and Bowater
Incorporated. (incorporated by reference to Exhibit 10.8 to Bowater Incorporated's Quartetly Report on
Form 10-Q for the period ending September 30, 2001, File No. 1-8712 (the "September 2001 10-Q")).

Employment Agreement, dated as of April 1, 1996, by and between Bowater Incorporated and Anthony H.
Barash (incorporated by reference to Exhibit 10.14 to Bowater Incorporated's Annual Report on Form 10-K
for the period ending December 31, 1995, File No. 1-8712 (the "1995 10-K™)).

Employment Agreement, dated as of November 1, 1998, by and between Bowater Incorporated and Jerry R.
Gilmore (incorporated by reference to Exhibit 10.3 to Bowater Incorporated's Quartetly Report on
Form 10-Q for the period ending March 31, 1999, File No. 1-8712 (the "March 1999 10-Q"™).

Employment Agreement, dated as of August 1, 1998, by and between Bowater Incorporated and William G.
Harvey (incorporated by reference to Exhibit 10.3 to the September 1998 10-Q).

Employment Agreement, dated as of October 21, 1996, by and between Bowater Incorporated and Steven G.
Lanzl (incorporated by reference to Exhibit 10.2 to Bowater Incorporated's Annual Report en Form 10-X for
the period ending December 31, 1996, File No. 1-8712 (the "1996 10-K")).

Employment Agreement, dated as of November 1, 1995, by and between Bowater Incorporated and David
G. Maffucci (incorporated by reference to Exhibit 10.12 to the 1995 10-K).

Form of Employment Agreement by and between Bowater Incorporated and each of Robert A. Moran and
Michael F. Nocito (incorporated by reference to Exhibit 10.4 to Bowater Incotporated's Annual chort on
Form 10-K for the period ending December 31, 1993, File No. 1-8712).

Employment Agreement, dated as of July 24, 1998, by and between Bowater Incorporated and R. Donald
Newman (incorporated by reference to Exhibit 10.4 to the March 1999 10-Q).

Bowater Incorporated 2002 Stock Option Plan, dated as of January 30, 2002.

Employment Agreement, dated as of March 15, 1999, by and between Bowater Incorporated and James T.
Wright (incorporated by reference to Exhibit 10.1 to the March 1999 10-Q).
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$10.17

$10.18

+10.19

+10.20

$10.20.1

+10.21

10211

1022

10221

$10.23

$10.23.1

$10.23.2

$10.23.3

Form of Amended and Restated Change in Control Agreement, executed as of June 9, 2000, by and between
Bowater Incorporated and each of Anthony H. Barash, E. Patrick Duffy, Arthur D. Fuller, jerry R. Gilmore,
Richard K. Hamilton, William G. Harvey, Steven G. Lanzl, David G. Maffucci, Robert A. Moran, Amold M.
Nemirow, R. Donald Newman, Michael F. Nocito, David J. Steuart and james T. Wright (incorporated by
reference to Exhibit 10.5 to Bowater Incorporated's Quastetly Report on Form 10-Q for the peried ending
September 30, 2000, File No. 1-8712 (the "September 2000 10-Q")).

Compensatory Benefits Plan of Bowater Incorporated, 2s amended and restated effective February 26, 1999
(incorporated by reference to Exhibit 10.6 to Bowater Incorporated's Quarterly Report on Form 10-Q for the
period ending June 30, 1999, File No. 1-8712 (the "June 1999 10-Q")).

Qutside Director Elective Stock Opdon Plan, dated as of Mazch 2, 2001. (incorporated by reference to
Exhibit 10.6 to the 2000 10-K).

Deferred Compensation Plan for Outside Directors of Bowater Incorporated, as amended and restated
effective January 1, 1997 (incorporated by reference to Exhibit 10.18.1 to the 1996 10-K).

Retirement Plan for Outside Directors of Bowater Incorporated, amended and restated as of February 26,
1999 (incorporated by reference to Exhibit 10.7 to the June 1999 10-Q).

First Amendment to the Bowater Incorporated Retirement Plan for Cutside Directoss, executed on
September 13, 2000 (incorporated by reference to Exhibit 10.6 to the September 2000 10-Q).

Supplemental Benefit Plan for Designated Employees of Bowater Incorporated and Affiliated Companies, as
amended and restated effective February 26, 1999 (incorporated by reference to Exhibit 10.8 to the June 1999

10-Q).

First Amendment to the Supplemental Benefit Plan for Designated Employees of Bowater Incorporated and
Affiliated Companies, as 2mended and restated effective February 26, 1999 (incorporated by reference to

- Exhibit 10.1 to Bowater Incorporated’s Quarterly Report on Form 10-Q for the period ending March 31,

2000, File No. 1-8712 (the "March 2000 10-Q")).

Equity Participaton Rights Plan of Bowater Incorporated, amended and restated as of February 26, 1999
(incorporated by reference to Exhibit 10.9 to the June 1999 10-Q).

First Amendment to Equity Participation Rights Plan of Bowater Incorporated, dated as of November 22,
1999 (incorporated by reference to Exhibit 10.32.1 to Bowater Incorporated's Annual Report on Form 10-KK
for the perod ending December 31, 1999, File No. 1-8712 (the "1999 10-K")).

1988 Stock Incentive Plan of Bowater Incorporated (incorporated by reference to Bowater Incorporated's
Proxy Statement for 1988, File No. 1-8712).

Amendment to 1988 Stock Incentive Plan of Bowater Incorporated, dated as of August 23, 1989
(incorporated by reference to Exhibit 10.16A to Bowater Incorporated's Annual Report on Form 10-K for
the period ending December 31, 1989, File No. 1-8712).

Second Amendment, effective April 15, 1998, to the 1988 Stock Incentive Plan of Bowater Incorporated
(incorporated by reference to Exhibit 10.32.2 to Bowater Incorporated's Annual Report on Form 10-K for
the period ending December 31, 1998, File No. 1-8712 (the 1998 10-K™).

Third Amendment, effective February 26, 1999, to the 1988 Stock Incentive Plan of Bowater Incorporated
(incorporated by reference to Exhibit 10.10 to the June 1999 10-Q).
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$10.27
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$10.28.1
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$10.29

$10.29.1

$10.29.2

+10.30

+10.31

10.32

Amended and Restated Benefit Plan Grantor Trust of Bowater Incorporated, effective as of April 15, 1998
(incorporated by reference to Exhibit 10.1 to Bowater Incorporated's Quarterly Report on Form 10-Q for the
period ending June 30, 1998, File No. 1-8712 (the "June 1998 10-Q™).

First Amendment, effective February 26, 1999, to the Amended and Restated Benefit Plan Grantor Trust of
Bowater Incorporated (incorporated by reference to Exhibit 10.11 to the June 1999 10-Q).

Amended and Restated Executive Severance Grantor Trust of Bowater Incorporated, effective as of April 15,
1998 (incorporated by reference to Exhibit 10.3 to the June 1998 10-Q).

First Amendment, effective February 26, 1999, to the Amended and Restated Executive Severance Grantor
Trust of Bowater Incorporated (incorporated by reference to Exhibit 10.12 to the June 1999 10-Q).

Amended and Restated Qutside Directors Benefit Plan Grantor Trust of Bowater Incorposated, effective as
of April 15,1998 (incorporated by reference to Exhibit 10.2 to the June 1998 10-Q).

Fiest Amendment, effective February 26, 1999, to the Amended and Restated Qutside Directors Benefit Plan
Grantor Trust of Bowater Incorporated (incorporated by reference to Exhibit 10.13 to the June 1999 10-Q).

Benefits Equalization Plan of Bowater Incosporated, amended and restated as of February 26, 1999
(incorporated by reference to Exhibit 10.14 to the June 1999 10-Q).

1992 Stock Incentive Plan (incorporated by reference to Exhibit 10.23 to the (incorporated by reference o
Exhibit 10.8 to Bowater Incorporated’s Annual Report on Form 10-K for the period ending December 31,
1991, File No. 1-8712).

First Amendment, effective April 15, 1998, to the 1992 Stock Incentve Plan {incorporated by reference to
Exhibit 10.37.1 to the 1998 10-K).

Second Amendment, effective February 26, 1999, to the 1992 Stock Incentive Plan (incorporated by
reference to Exhibit 10.15 to the june 1999 10-Q).

Bowater Incorporated 1997 Stock Option Plan, effective as of January 1, 1997, as amended and restated
(incorporated by reference to Exhibit 10.31 to the 1996 10-K).

First Amendment, effective April 15, 1998, to the Bowater Incotporated 1997 Stock Option Plan, effective as
of January 1, 1997, as amended and restated (incotporated by refetence to Exhibit 10.38.1 to the 1998 10-K).

Second Amendment, effective February 26, 1999, to the Bowater Incorporated 1997 Stock Option Plan, as
amended and restated January 1, 1997 (incorporated by reference to Exhibit 10.16 to the June 1999 10-Q).

Bowater Incorporated 2000 Stock Option Plan, effective as of january 1, 2000 (incorporated by reference to
Exhibit 10.40 to the 1999 10-K).

Senior Executive Retirement Plan of Bowater Incorporated's subsidiary, Bowater Canadian Forest Products
Inc. (formetly Bowater Pulp and Paper Canada Inc., and formedly Avenor Inc)), effective as of November 28,

1997 (incorporated by reference to Exhibit 10.40 to the 1998 10-K).

Bowater Incorporated Annual Incentive Plan, as amended and restated effective as of January 1, 1999
(incorporated by reference to Exhibit 10.2 to the March 2000 10-Q).
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10.37.1.1

10.37.2

10.37.2.1

10.37.3

10.38

Bowater Incorporated 2000-2002 Long-Term Incentive Plan, effective as of January 1, 2000 (incorporated by
reference to Exhibit 10.1 to Bowater Incorporated’s Quarterly Report on Form 10-Q for the period ending
June 30, 2000, File No. 1-8712).

Licensing Agreement, dated as of December 30, 1976, as amended, between Bowater Incorporated and
Bowater Industries plc (incorporated by reference to Exhibit 10.13 to Bowater Incorporated's Registration
Staternent No. 2-90172).

Trademark Agreement, dated May 8, 1984, between Bowater Incorporated and Bowater Corporatgon plc
(incorporated by reference to Exhibit 10.17 to Bowater Incorporated's Registration Statement No. 2-90172).

World-Wide Trademark Ownership, Use and Assignment Agreement, effective as of June 30, 1997, by and
between Bowater Incorporated and Rexam plc (formerly Bowater plc) (incorporated by reference to
Exhibit 10.40 to the 1997 10-K).

364-Day Credit Agreement dated as of June 24, 1998, among Bowater, The Chase Manhattan Bank, as
Administeative Agent, and the lenders signatory thereto (incorporated by reference to Exhibit 1.1 to the
Schedule 13D filed on August 3, 1998, by Bowater Incorporated, Bowater Canadian Holdings Incorporated
and Bowater Canada Inc. with respect tc the commeon shares of Avenor Inc. (the "Schedule 13D")).

Amended and Restated 364-Day Credit Agreement, dated as of June 23, 1999, amending and restating the
364-Day Credit Agreement, dated as of June 24, 1998, between Bowater Incorporated, The Chase Manhattan
Bank, as Administrative Agent, and the lenders signatory thereto (incorporated by reference to Exhibit 10.1 to
the June 1999 10-Q).

Amendment No. 1, dated as of April 10, 2000, to the Amended and Restated 364-Day Credit Agreement
dated as of June 23, 1999, between Bowater Incorporated, The Chase Manhattan Bank, as Administradve
agent, and the lenders signatory thereto (incorporated by reference to Exhibit 10.2 to the September 2000

10-Q).

Second Amended and Restated 364-Day Credit Agreement dated as of June 21, 2000 (the "Second Amended
and Restated 364-Day Credit Agreement™), to the Amended and Restated 364-Day Credit Agreement dated
as of June 23, 1999, amending and restating the 364-Day Credit Agreement, dated as of June 24, 1998,
between Bowater Incorporated, The Chase Manhattan Bank, as Administrative Agent, and the lenders
signatory thereto (incorporated by reference to Exhibit 10.3 to the September 2000 10-Q).

Amendment No. 1 dated as of July 31, 2000, to the Second Amended and Restated 364-Day Credit
Agreement, between Bowater Incorporated, The Chase Manhattan Bank, as Administrative Agent, and the
lenders signatory thereto (incorporated by reference to Exhibit 10.4 to the September 2000 10-Q).

Third Amended and Restated 364-Day Credit Agreement dated as of June 20, 2001, to the Second Amended
and Restated 364-Day Credit Agreement and the Amended and Restated 364-Day Credit Agreement dated as
of June 23, 1999, amending and restating the 364-Day Credit Agreement, dated as of June 24, 1998, between
Bowater Incorporated, The Chase Manhattan Bank, as Administrative Agent, and the lenders signatory
thereto. (incorporated by reference to Exhibit 10.2 to Bowater Incorporated's Quarterly Report on

Form 10-Q for the period ending june 30, 2001, File No. 1-8712 (the "June 2001 10-Q™).

Five Year Credit Agreement, dated as of June 24, 1998, among Bowater Incorporated, The Chase Manhattan

Bank, as Administrative Agent, and the lenders signatory thereto (incorporated by reference to Exhibit 1.2 to
the Schedule 13D).
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10.38.1

10.38.2

10.38.3

10.39

10.40

10.41

10.41.1

1042

10.43

10.44

10.45

10.46

- between Bowater Incorporated, The Chase Manhatian Bank, 2s Administrative Agent, and the lenders

Amendment No. 1, dated as of June 23, 1999, to the Five-Year Credit Agreement, dated as of june 24, 1998,
between Bowater Incorporated, The Chase Manhattan Bank, as Administrarive Agent, and the lenders
signatory thereto (incorporated by reference to Exhibit 10.2 to the June 1999 10-Q).

Amendment No. 2, dated as of April 10, 2000, to the Five-Year Credit Agreement, dated as of June 24, 1998,
signatory thereto (incorporated by reference to Exhibit 10.1 to the September 2000 10-Q).

Amendment No. 3 dated as of June 20, 2001, to the Five-Year Credit Agreement dated as of June 24, 1998,
between Bowater Incorporated, The Chase Manhattan Bank, as Administrative Agent, and the lenders
signatory thereto. (incorporated by reference to Exhibit 10.1 to the June 2001 10-Q).

Support Agreement, dated as of July 24, 1998, between Bowater Incorporated, Bowater Canadian Holdings
Incorporated and Bowater Canada Inc. (incorporated by reference to Annex G of the Joint Management
Information Circular and Proxy Statement fled on June 18, 1998, on Schedule 14A for Bowater
Incorporated, File No. 1-8712 (the "Schedule 14A™)).

Voting and Exchange Trust Agreement, dated as of July 24, 1998, between Bowater Incorporated, Bowater
Canadian Holdings Incorporated, Bowater Canada Inc. and Montreal Trust Company of Canada
(incorporated by reference to Annex F of the Schedule 14A).

Stock Purchase Agreement, dated as of May 18, 1999, by and between Inexcon Maine, Inc. and Bowater
Incorporated (incorporated by reference to Exhibit 2.1 to Bowater Incorporated’s Current Report on
Form 8-K filed on September 1, 1999, File No. 1-8712 (the "September 1999 8-K")).

Amendment No. 1, dated August 17, 1999, to the Stock Purchase Agreement, dated May 18, 1999, between
Inexcon Maine, Inc. and Bowater Incorporated (incorporated by reference to Exhibit 2.1.1 to the September
1999 8-K).

Bridge Credit Agreement, dated as of July 2, 2001, between Bowater Incorporated, The Chase Maahattan
Bank, as Administrative Agent, and the lenders signatory thereto. (incorporated by reference to Exhibit 10.3
to the June 2001 10-QQ).

Credit Agreement dated as of October 26, 2001 berween Bowater Pulp and Paper Canada Inc. (as Borrower)
(now known as Bowater Canadian Forest Products Inc.), Bowater Incorporated (as Guarantor), the Bank of
Nowa Scotia (as Administrative Agent) and the Banks from time to time patties thereto. (incorporated by
reference to Exhibit 10.1 to the September 2001 10-Q).

Purchase Agreement (the "Purchase Agreement™) dated as of October 31, 2001 by and among Bowater
Canada Finance Corporation, Bowater Incorporated, Goldman, Sachs & Co., and ].P. Mozgan Securities Inc.,
as representatives of the several purchasers named in Schedule I thereto. (incorporated by reference to
Exhibit 10.2 of the September 2001 10-Q).

Indenture dated as of October 31, 2001 by and among Bowater Canada Finance Corporation (as Issuer),
Bowater Incorporated (as Guarantor) and The Bank of New York (as Trustee). (incorporated by reference
to Exhibit 10.3 of the September 2001 10-Q).

Exchange and Registration Rights Agreement dated as of November 6, 2001 by and among Bowater Canada
Finance Corporation, Bowater Incorporated, Goldman, Sachs & Co., and J.P. Morgan Securites Inc., as
representatives of the several purchasers named in Schedule 1 to the Purchase Agreement. (incorporated by
reference to Exhibit 10.4 of the September 2001 10-Q).
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Employment Agreement dated as of September 24, 2001, by and betrween the Company and Pierre
Monahan. (incorporated by reference to Exhibit 10.5 of the September 2001 10-Q).

+10.48 Change in Control Agreements, each dated as of September 24, 2001, by 2nd between the Company and each
of Pierre Monahan, Georges Cabana, Daniel Laberge, Jean S. Lebel, Jean-Marc Simard, Daniel Tardif and
Kevin B. Wassil. (incorporated by reference to Exhibit 10.6 of the September 2001 10-Q).

110.49 Change in Control Agreement, dated as of June 11, 2001, by and between the Company and Walter L.
Brunson. (incorporated by reference to Exhibit 10.7 of the September 2001 10-Q).
12.1* Statement regarding Computation of Ratio of Earnings to Fixed Charges.
2L Subsidiaries of the registrant.
23.1* Consent of Independent Auditors.

* Filed with this Form 10-K.
+ This is 2 management contract ot compensatery plan or arfangement.

(b) Raports on Form 8-K Bowater Incorporated filed with the Securities and Exchange Commission Current Report
on Form 8-K as follows:

On October 9, 2001, Bowater Incorporated filed a current report on Form 8-K dated September 24, 2001,
to report the acquisition of Alliance Forest Products Inc.

On October 23, 2001, Bowater Incorporated filed a current report on Form 8-K dated October 23, 2001,
which attached as exhibits (1) a "Cautionary Statement Regarding Forward-Looking Information” (for
purposes of the "Safe Harbor" provisions of the Private Securides Litigation Reform Act of 1995) and (2) a
press release issued by Bowater Incorporated on October 23, 2001, announcing its third quarter financial
results and a timberland sale

On October 25, 2001, Bowater Incorporated filed Amendment No. 2 to its current report on Form 8-K
dated April 2, 2001, to disclose unaudited pro forma combined financial statements of Bowater
Incorporated which give effect to the acquisition of Alliance Forest Products Inc.

On October 26, 2001, Bowater Incorporated filed Amendment No. 1 to its current report on Form 8-K
dated September 24, 2001, to disclose unaudited pro forma condensed combined financial statements of
Bowater Incorporated that give effect to the acquisition of Alliance Forest Products Inc.

(c) The above-referenced exhibits are being filed with this report.

(d) None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Bowater has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

BOWATER INCORPORATED
Date: Match 5, 2002 By: /s/ ARNOLD M. NEMIROW

Asrnold M. Nemirow
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of Bowater and in the capacities indicated, as of March 5, 2002.

Signature Title
/s/ ARNOLD M. NEMIROW Director, Chairman, President and Chief Executive Officer

Arnold M. Nemirow

/s/  DAvID G. MAFFUCCI Senior Vice President and Chief Financial Officer
David G. Maffucci

/s/  MICHAEL F. NOCITO Vice President and Controller
Michael F. Nocito

/s/  FRANCIS]. AGUILAR Ditector
Francis ]. Aguilar
/s/ RICHARD BARTH Director
Richard Barth
/s/  KENNETH M. CURTIS Director

Kenneth M. Curtis

/s/  CINDAA. HALIMAN Ditector
Cinda A. Hallman
/s/ __ CHARLES |. HOWARD Director

Charles J. Howard

/s/ __L.JACOUES MENARD Director
L. Jacques Ménard

/[s/ JAMES L. PATE Ditector
James L. Pate

/s/ JOUN A. ROIIS Ditector
John A. Rolls
/s/ _ ARTHUR R. SAWCHUK Director
Arthur R. Sawchuk
Director

Togo D. West, Jr.
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Bowater Incorporated
Schedule II-Valuation and Qualifying Accoumnts
Years Ended December 31, 2001, 2000 and 1999

Balance
at Charged to
Beginning Cost and ' Balance at
n millions of Year Expenses Additons Deductions End of Year
Year ended December 31, 2001 '
Allowance for doubtful accounts.........cocccureecenne. §_27 8 38 $ - §_ 29 § 36
Year ended December 31, 2000
Allowance for doubtful accounts...wisese. 3 34 § 18 $§ - § (25 § 27
Year ended December 31, 1999
Allowance for doubtful accounts.......cocnecences $ 47 § 04 . S § (a.n* g 34

* Due primarily to the sale of Great Northern Paper, Inc.
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INDEPENDENT AUDITORS' REPORT

The Board of Directors
Bowater Incorporated

Under date of February 27, 2002, we reported on the consolidated balance sheet of Bowater Incorporated and Subsidiaries as
of December 31, 2001 and 2000, and the related consolidated statements of operations, capital accounts, and cash flows for
each of the years in the three-year petiod ended December 31, 2001, as contained in this Annual Report on Form 10-K. In
connection with our audits of the aforementioned consolidated financial statements, we also audited the related consolidated
financial statement schedule as listed in the index under Item 14(2)(2) in this Annual Report on Form 10-K. This financial
statemnent schedule is the responsibility of the Company's management. Our responsibility is to express an opinion on this
financial statement schedule based on our audits.

In our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whole, presents faitly, in all matetial respects, the information set forth therein.

KPMGe LLP

KPMG LLP
Atlanta, Georgia
February 27, 2002
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designed and produced by see see eye / Attanta

ANNUAL MEETING

Bowater’s annual meeting of shareholders will be held on
Wednesday, May 8, 2002, at 11:00 a.m. at The Gunter Theatre
of the Peace Center for the Performing Arts, Greenville,
South Carolina.

STOCK LISTINGS

Bowater Incorporated common stock is listed on the

New York Stock Exchange (stock symbol BOW), the Pacific
Exchange and the London Stock Exchange. A special class
of stock exchangeable into Bowater common stock is listed
on the Toronto Stock Exchange (stock symbol BWX).

INYESTOR INFORMATION AND FINANC!AL REPGRTING
Investor inquiries about Bowater should be directed to the
[nvestor Relations Department at Bowater’s headquarters.

10-K REPORT

Bowater files an Annual Report on Form 10-K with the
Securities and Exchange Commission, a copy of which is
included in this Annual Report to Shareholders. An addi-
tional free copy (without exhibits) may be obtained by
writing to the Investor Relations Department at Bowater’s
headquarters. The Company’s SEC filings, Annual Report
to Shareholders, news releases and other investor relations
information may be accessed through its website —
www.bowater.com.

DIVIDEND REINVESTMENT AND STOCK PURCHASE PLAN

Bowater has a Dividend Reinvestment and Stock Purchase
Plan. Information regarding the plan is available from the
Bank of New York.

INDEPENDENT AUDITORS
KPMG LLP

303 Peachtree Street
Suite 2000

Atlanta, GA 30308
404-222-3000

SHAREHOLDER INFORMATION

COMMON STOCK REGISTRARS AND TRANSFER AGENTS (BOW):
The Bank of New York

Shareholder Relations Department — 11E
P.O. Box 11258

Church Street Station

New York, NY 10286

Toll Free: 888-269-8845

International: 610-312-5303

e-mail: Shareowner-sves@bankofny.com
Website: http://www.stockbny.com

CIBC Mellon Trust Company
Balfour House

390 High Road

llford, Essex, 1G1 INQ
England

Tel: 020-8478-1888

Fax: 020-8553-0784

EXCHANGEABLE SHARE STOCK REGISTER AND TRANSFER AGENT (BWX):
Computershare Trust Company of Canada

1800 McGill College Avenue

7th Floor

Montréal, QC H3A 3K9

Canada

Toll Free: 800-564-6233

Website: http://www.computershare.com

Corporate Services, Stock Transfer Services:
Tel: 514-982-7178
Fax: 514-982-7580

COMMON STOCK PRICES

Price ranges of Bowater’s common stock during 2001 and 2000 as reported on the New York

Stock Exchange were:

2001 2000
HIGH Low HIGH Low
First quarter $ 58.75 § 4581 $ 59.56 £ 4188
Second quarter $ 352.50 $ 4265 $ 35875 $ 43.69
Third quarter $ 48.20 $ 40.30 $ 55.50 § 4419
Fourth quarter § 49.94 § 4234 $ 58.50 $ 43.69




Incorporated

CORPORATE HEADQUARTERS

Bowater Incorporated

35 East Camperdown Way
P.O. Box 1028

Greenville, SC 29602
864-271-7733

864-282-9482 (FAX)
http://www.bowater.com

DIYISION HEADQUARTERS

Newsprint Division

35 East Camperdown Way
P.O. Box 1028

Greenville, SC 29602
864-271-7733

Canadian Forest
Products Division
1000 De La Gauchetiére

Street West
Suite 2820
Montreal, QC H3B 4W35
Canada
514-954-2100

Coated and Specialty
Papers Division

11440 Carmel Commons
Boulevard

Suite 201

Charlotte, NC 28226

704-540-2667

Pulp Division

5420 North Service Road
Burlington, ON L7L 6C7
Canada

905-332-4616

Forest Products Division
4399 North Ocoee Street
Cleveland, TN 37312
423-728-2800

DIYVISION SALES OFFICES

Newsprint Division
300 March Road
Suite 444

Kanata, ON K2K 2E2
Canada

888-333-9933

547 West Jackson Boulevard
Suite 1505

Chicago, IL 60661
312-588-2301

100 Merchant Street
Suite 195

Cincinnati, OH 45246
513-772-2744

3155 Route 10 East
Suite 101

Denville, NJ 07834
973-537-1070

35 East Camperdown Way
P. O. Box 1028

Greenville, SC 29602
864-271-7733

5309 Village Creek Drive
Suite 104

Plano, TX 75093
972-713-6555

7200 Stonehenge Drive
Suite 205

Raleigh, NC 27613
919-676-7252

15310 Amberly Drive
Suite 250-50

Tampa, FL 33647
813-977-4945

Bowater S. America Ltda.
Rua Engenheiro Carlos
Estevenson, #80

Sala #51 Lyon Office Center
Nova Campinas, Sdo Paulo
Brazil CEP 13092310
5519-3259-1192

Bowater Europe Ltd.
Carolyn House

26 Dingwall Road
Croydon, Surrey CRO 9XF
England

44-208-667-0303

Bowater Japan Ltd.

Ichiban-cho Central Building

22-1, Ichiban-cho
Chiyoda-ku, Tokyo 102-0082
Japan

81-3-3556-5961

Bowater-Halla Paper
Company Ltd.

" 1IF Hong Woo Building

945-1 Daechi-Dong
Kangnam-Gu, Seoul
Korea 135-280
822-567-1576

Bowater Asia Pte Ltd.
260 Orchard Road, #08-09
The Heeren

Singapore 238855
63-835-0488

Canadian Forest
Products Division”

Lumber Sales Office

1000 De La Gauchetiére
Street West

Suite 2820

Montreal, QC H3B 4W3

Canada

514-954-2713

Coated and Specialty
Papers Division

Canada:

1000 De La Gauchetiére
Street West

Suite 2820

Montreal, QC H3B 4W35

Canada

514-954-2108

Southeast:

6465 East Johns Crossing
Suite 400

Duluth, GA 30097
770-814-4168

Midwest:

701 Warrenville Road
Suite 320

Lisle, IL 60332
800-843-0375

Northeast:

177 Broad Street
10th Floor
Stamford, CT 06901
203-967-7549

West Coast:

28 Park Ridge Road
San Rafael, CA 94903
415-492-1100

Pulp Division

11440 Carmel Commons
Boulevard

Suite 201

Charlotte, NC 28226

704-540-2664

© Bowater Incorporated
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Pages 1-4 of this annual report
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